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About the Company 


W. R. Grace & Co, is a global leader in packaging and specialty 
chemicals. With 17,000 employees serving customers in more than 
100 countries, Grace generated sales and revenues of more than 
$31 billion in 19906. 

Grace’s core businesses of packaging, catalysts and silica 
products, and construction products share these fundamental 
strengths: technology. customer service and global market leadership. 
All three businesses are growing steadily, and further profitable 


growth is expected to be gene 


ted by new product introductions, 


geographic expansion, continued penetration of existing and new 


market segments, and a dedication to continuously improving 


operating effectiveness and efficiencies 


FINANCIAL HIGHLIGHTS 


Dollars in millions, except per share amonnts 1996 1995 1994 


Operating Results 


Sales and revenues $3,454.1 $3.552.6 $3.128.5 

Income from continuing operations before special items 222.5 2005. 163.9 
Income (loss) from continuing operations 213.8 (179.0) G5.) 
Capital expenditures 456.6 537.6 H4.6 
Depreciation and amortization 184.4 186.1 164.0 
Financial Position 

Total assets 4,945.8 6,460.6 6,230.6 
Total debt 1,388.2 1,933.8 1,529.7 

Common shareholders’ equity 632.4 1,224.4 1497.1 


Other Information 


Common shares outstanding — end of year (thousands) 78,493, 04,084 
Common shares outstanding — average (thousands) 91,976 93.936 
Earnings per share from continuing operations before special items’ 2.41 1.74 
Dividends paid per share 50 140 
Number of employees — continuing operations (houses) 17.4 20.3 19.9 


Certain amounts have been reclassified to conform to the 1996 presentation. 


See footnote (2) table on page 35 for reconciliation of meome from continuing operations before special items to income (oss) from continuing operations 


The spovial items in the table also have been excluded in determining earnings per common share from continuing operations before special items 
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To Our Shareholders 
15 OCT 1997 | 
elcome to The New Grace, j 
We are certainly proud of the company that has emerged — 


from the many changes implemented since 1995 and of 
the more than 17,000 employees who have contributed to 
our success. Today, we are focused on profitably growing 


our three global market-leading busine 


es: packaging, 
catalysts and silicas, and construction products, We are 
managing Grace as an integrated, global Operating company, 
And we are dedicated to continuously improving our 
product portfolio and our financial performance, The New 
Grace is definitely a new company 


During 1996, we delivered significant 
value to sharehc ders. Each of our ontinuing 
businesses had record sales and earnings. 
We also received approximately $3 billion 
in after-tax cash Proceeds from dispositions 
of several noncore businesses, We used 
these proceeds to reduce debt and repur- 
chase 21 million shares by year end, 
significantly improving the capital structure 


of The New Grace 


We are committed to ensuring the continued 
growth and outstanding performance of 
The New Grace. We continue to embrace 
change and build on our fundamental 
strengths; technol ogy, Customer service 


and global market leadership, 


Each of our businesses provides value-added 
products and services, driven largely by 
technological leadership. This tec hnology 


1S protecting the world’s food products, 


strengthening and protecting the world’s 


1 
W. R. GRACE & CO, 


$3,252 


as 


Sales from Continuing Operations 


structures and helping fuel the world’s 
transportation systems. More than 50% of 
our 1996 sales were derived from products 


developed during the past five years: 


Grace people have never lost sight of what 
is most essential to success—serving our 
customers, Our products are often vital 

to the performance of customer products 
and processes, so we continually strive 

to anticipate needs and innovatively apply 
our technologies to provide best-value 
solutions. We work in partnership with 

our customers to ensure both their success 


and their customers’ success. 


We are proud of the global leadership 
positions we hold in each of our 
businesses—leadership that is a result 

of our leading-edge technology, strong 
customer relationships and the ability to 
serve our customers anywhere in the 
world, Our goal is to remain number one 
or two in cach of the markets we serve 
We have an unrivaled global infrastructure 
with manufacturing Operations in cach 
region and a sales staff that virtually 
covers the globe. More than half of our 
sales come from outside North America 
We expect strong growth from the 
developing regions of Asia Pacific 

Latin America and Eastern Europe, and 
we continue to expand into new markets 


such as China and Russia 


Growing Profitably 
In 1996, Operating income from continuing 
Operations was up 12%, Of special note 
was the dramatic 'Mprovement by our 
construction products business, which 
more than tripled its operating income 
compared to 1995, 

We had record sales, but we missed 
Our growth target in 1996, due to an extra 
ordinary convergence of market factors 
that Impacted our packaging and fluid 
cracking catalyst businesses, We expect 
these factors to diminish throughout 1997 
Our other businesses enjoyed strc Mg sales 


growth, with a large percenta 


> coming 
from newly introduced products Ancl 
all our businesses continued to improve 
Operating efficiencies 

We expect increased sales to come 
from new product introductions. geographic 
expansion and continued penetration of 
existing and new market segments, Many 
examples of Outstanding growth Opportunities 
for each of our businesses are highlighted 
throughout this report 

We also expect to make selected 
acquisitions to complement our existing 
businesses During 1996, Wwe acquired 
companies to complement our precut 
produce pac kaging position, our container 
Sealants and coatings business and our 
construction products business 

The New Grace places significant 
emphasis on financial discipline and 
Operating efficiency, We ended 1996 with 
a 12% Operating margin (earnings before 
Interest and taxes as a percent of sales), 
Up from 9.5% in 1995, but shy of our 
Stated goal of 130% for the year, How ever, 
We expect to achieve our longer-term 
target of 15% in 1998 

We've reduced Operating costs and 
improved asset productivity During 1996, 


We exceeded our target of $100 million 


n annualized overhead Savings, We 
reduced working capital by 2% of sales 
and ‘inventory days-on-hand nearly 20%, 
We consolidated manufacturing and 
warehousing operations and support 
functions; initiated an additional $25 million 
cost-reduction program in Europe; and 
improved manufacturing Processes and 


supply chain management 


Highly Focused, Value-Driven. 
As I look back on the past year and a 
half, Tam pleased at how much we have 
accomplished and how we have delivered 
on our stated objectives, | am excited 
about the abundant Opportunities we see 
for profitable growth. Iam confident that 
we have the tec hnical, manufacturing, 
marketing and Management capabilities 
in place to bring new Products successfully 
from our labs to our Customers around 
the world 

I want to thank shareholders who 
were owners of “old” Grace for your 
continued confidence and to welcome 
New Grace owners fo our highly focused, 
Value-driven company. And to all Grace 
employees, I thank you for helping create 


The New Grace. 


Albert J. Costello 
Chairman, President and 
Chief Executive ( fficer 
1907 


February 


1996 Sales by Core Product Line 


1996 Sales by Region 
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Grace at a Glance 


Grace Packaging 


Grace Construction Products 


Grace Davison 


Profile 


J. Gary Kaenzig, Jr., President 
1990 sales: $2 billion 
11,500 employees 
28,000 customers in 100 countries 
* Headquarters: Boca Raton, Florida 
« Key manufacturing sites: Atsugi, Japan; 
Chicago, Illinois; Epernon, France; 
Fawkner, Australia: lowa Park, Texa 
Kuantan, Malaysia; Mississauga, Canada; 
Passirana, Italy; Reading, Pennsylvania; 
St. Neots, U.K.; Sao Paulo, Brazil; 
Simpsonville, South Carolina 


Grace 
Packaging 


» Robert J. Bettaechi, President 

» 1996 sales: $435 million 

» 1,900 employees 

» Headquarters: Cambridge, Massachusetts 

» Key manufacturing sites: Ajax, Canada; 
Chicago, Illinois; Hong Kong; Houston, 
Texas; Inchon, Korea; Passirana, Italy; 
Santa Ana, California; Singapore; 
Slough, U.K.; Wilmington, North Carolina 


«James R. Hyde, President 
« 1906 sales: $732 million 
(00 employees 

* Headquarters: Baltimore, Maryland 

* Key manufacturing sites: Aiken, 
South Carolina; Chattanooga, Tennessee; 
Cincinnati, Ohio; Curtis Bay, Maryland; 
Kuantan, Malaysia; Lake Charles 
Louisiana; Sorocaba, Brazil; 
Valleyfield, Canada; Worms, Germany 


Products 


* Cryovdc” flexible plastic packaging systems 

* Darex* container sealants and coatings 
for cans and bottles 

» Omicron rigid plastic cups and tubs for 
dairy foods 


» Formpac™ foam trays for supermarket 
and institutional food service 


Grace 
| Construction 
| Products 


» Concrete admixtures 

» Cement additives 

» Masonry products 

» Waterproofing products: and systems 


» Fire protection products 


* Fluid cracking catalysts and additives 

* Hydroprocessing catalysts 

* Polyolefin and chemical catilysts and carriers 
® Silica products 


* Zeolite adsorbents 


Market Segments/End Uses 


«Fresh red meats 
* Smoked and processed meats 
* Fish 


* Poultry 


« Cheese 


* Prepared foods 


» Baked goods 


* Produce 


* Food and beverage canning and be dttling 


* Nonfood consumer and industrial products 


» Commercial and residential construction 
» Airports 

» Tunnels 

* Docks and other marine structures 


» Bridges 


* Petroleum refining for transportation fuels 
and petrochemicals 


»P 


ion pipes and molded plastic products 


lastic resins for plastic films, gas distribu- 


= Coatings 


) 


lastics 


= Personal care products 
* Foods 
* Pharmaceuticals 


* Building products 


* Chemical products 


Customer Benefits 


* Preserve flavor and aroma 


ance product shelf life and appearance 


* Improve merchandising 
* Protect against bacteria and other contaminants 


* Custom-tailored to specific food applications 
* AN 


ailable globally 

* Employ innovative resin and film 
processing technologies 

= Combine expertise in both food and 
packaging sciences 

* Offer total systems: technical service, 
equipment design and installation, training 
and package design 


* Strengthen, protect and add longevity 
to structures 


» Improve customer profitability 
and productivity 
« Customer-focused product devel pment 


* Provide on-site techni 


support 
» Lower life-cycle costs 


«Increase product yield and quality 
in refinery processes 
= Improve control for environmental issues 
* Managed globally for worldwide availability 
« Offer creative approaches to a wide 
variety of process applications based 
on catalysis and silica technology 
* Flexible manufacturing for rapid 
customer response 


«Close customer relationships lead 
to proprietary products and facilitate 
new product introductions 


Growth Factors 


* Emergence of middle class and enhanced 
distribution systems in developing Asia 
Pacific and Latin American countries 

* Global growth programs 
* Case-ready packaging 
* TBG™ bags for bone-in meats 

* Precut produce packaging 

* Display films 

= Laminates 


ixtensions/adaptations of products from 
one region to another 


* Increasing consumer demand for healthy, 
“convenience” foods 


Wz 


* Infrastructure development in 
Asia Pacific and Latin America 

* Selected acquisitions to extend global 
reach and technological leadership 


« New value-added and specialty products 


* Growth in Asia Pacific markets 

* Increasing refining cc omplexity requires 
greater use of higher-performance catalysts 

* Strong plastics growth driven by increasing 
consumer demand 


* Emerging technologies in customer 
pre cesses 
= New environmental regulations 


* Abundant new applications for 
silica products 
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Davison 


Building on Success 


eading technology...value-added products and services...strong customer relationships...global 
presence...outstanding people. These are the foundation for Grace's success in packaging. catalysts 
and silica products, and construction products. How is Grace using these competitive strengths 
to create value and grow profitably? Grace’s 17,000 employees around the world are working 
smarter, moving faster and reaching higher to improve performance every day, Grace employees 
are delivering outstinding service to customers; finding new applications for Grace technology 
developing higher-value-added products; pursuing new opportunities; expanding geographic reach; 
accelerating product delivery; reducing inventory; lowering production costs; consolidating supply 
lines; upgrading management information systems; enhancing skills: and streamlining processes. 
Grace employees are creating value in all these ways and more 


Business Process Audits 
Uncover Hidden Productivity 


Business process audits at Grace Packaging’s manufacturing 
centers in Epernon, France and Hamburg, Germany identified 
opportunities to optimize resources, streamline production, 
better manage inventory and shipping processes and improve 
customer service. The audits helped Epernon employees reduce 
inventory 25% and days-on-hand 36%. In Hamburg, shrink 
products inventory 
dropped 26% and 
days-on-hand 46%. 


Following the audits, 


. employees at both 
Contractor Training Program 


Yields Market Growth in Europe 


sites underwent 


intensive, advanced 


In 1996, Grace Construction Products initiated 

a series of Monokote® product training sessions 
for fireproofing applicators in the U.K. and 
France. In addition to providing instruction in 
the technology and techniques of applying 
Monokote products, Grace used these training 
sessions to highlight the productivity and cost 
advantages of Monokote fireproofing, demon- 
strating a commitment to helping customers 
improve their profit potential and business 
productivity. As a result of these training sessions, 
10 of the largest fireproofing applicators in the 
U.K. and France have joined Grace's “Team 1 
Quality Applicator Network.” In 1996, Grace 
joteithan doubled hire protecionisales in Europe 


and is well positioned to exceed aggressive 


1997 growth targets. 


il 


Epernon Plant Improves 
Inventory Management 


training on inventory 
control systems, 
enabling them to 
interpret and use 
data more efficiently. 
Product coding and 
distribution procedures 


were integrated and 


simplified. New reporting systems were developed to track 


manufacturing and revenue cycle times. In addition to one-time 


inventory cost reductions, these two audits yielded annual 


savings of $1 million in interest on working capital. Ongoing 


efforts to better manage assets continue, and process changes 


pioneered at Epernon and Hamburg are being implemented 


company-wide. 


Analytical Support Gives 
Customers an Edge 


Grace Davison brings petroleum refining customers 
more than half a century of experience in fluid 
cracking catalysts and additives. Customers 
worldwide rely on Grace Davison’s technical 
support to provide customized catalyst solutions 
for their operations, help them optimize unit 
performance and solve problems. An extensive 
customer catalyst testing program and a sophis- 
ticated analytical database are two important 
tools that Grace Davison engineers use to 
provide technical support. Customers submit 
over 15,000 catalyst samples every year, and 
more than 50 different analyses are performed 
on each sample. The results are placed ina 
database which currently holds data on over 
100,000 catalyst samples. In many cases, 
improving unit operations or solving problems 
requires changing the catalyst formulation. 
Immediately accessible in the database are 
specifications of more than 2,100 different 
catalysts and over 900,000 production sample 
results. These help Grace Davison engineers 
quickly provide new catalyst formulations 

that will improve customer operations. Grace 
Davison’s flexible manufacturing process allows 
for rapid response to catalyst formulation 
changes and ensures that customers’ new 
objectives are met quickly. With around-the-clock 
and around-the-world availability, this technical 
support is a high value-added benefit for Grace 


Davison customers. 


Interregional Training 
Enhances Kuantan Start-up 


Prior to the July 1996 start-up of the Company's 
new shrink films and silica products plants in 
Kuantan, Malaysia, more than 40 new employees 
traveled from Malaysia to the Grace Packaging 
plant in Seneca, South Carolina and the Grace 
Davison plant in Worms, Germany to learn first- 
hand how to run the sophisticated production 
lines and manage the state-of-the-art manufac- 
turing processes that served as models for the 
operations then under construction in Kuantan, 

Grace Davison person- 
nel spent up to three months 
learning how to manufacture 
micronized silica. They also 
focused on theory, applica- 
tion, quality control and safety 
procedures. In addition to 
time spent in Worms, the new 
employees visited plants in 
Curtis Bay, Maryland and 
Sorocaba, Brazil. 

At the Seneca packaging films plant, 
Kuantan process technicians spent six months 
learning both the theory and hands-on operation 
of a packaging line and an electronic crosslinking 
unit. They also studied safety procedures. The 
Kuantan engineering staff studied the electrical 
and mechanical design of the production lines. 
The focus was on engineered analytical training, 
which is a thorough, consistent and systematic 
approach to sharing process knowledge. This 
training system is estimated to have reduced 
process training time up to 60%, efficiently 


promoting best process and 


“We are proud to have safety practices, reducing 


process variation and allowing 


such a highly skilled, local 


new employees to meet 


team running the sophisticated quality, yield and productivity 


expectations. Past experience 


packaging production lines in 


has shown a minimum $3 


our Kuantan plant. The training return on each $1 invested in 


we underwent at our sister 
plant in South Carolina was 
essential to our start-up.” 


Michael Jar, Grace Packaging 


Plant Manager—Kvantan 


engineered analytical training. 
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Strategic Partnership Yields 
Construction Industry Breakthrough 


Grace's Eclipse™ shrinkage-reducing admixture is a break- 
through in concrete technology because it addresses 
concrete’s tendency to shrink and then crack. Eclipse reduces 
shrinkage by as much as 80%, dramatically reducing— 

or even eliminating—concrete cracking. It was developed 
through a technical partnership with ARCO Chemical. When 
ARCO Chemical began research on shrinkage reduction, 

it approached Grace, seeking help from a company 

with a thorough understanding of construction materials. 
Researchers at Grace Construction Products were working 
ona similar project, and ARCO Chemical knew that Grace 
was committed to new product 

development. This collaboration 

resulted in an innovative new 

admixture after only two years 

of formalized joint development— 

sufficient time to adequately test 

long-term performance, but sig- 

nificantly less time than if the 

parties had worked alone. In 

partnering on this research, 

Grace saved an estimated $2 

million in development and test- 

ing costs and reduced the time 

required to bring the product to market by one to two 
years. Building on the success of this partnership, Grace 
Construction Products has now formalized the search for 
potential development partners as a major component 

of its R&D process and is currently in the formative stages 
of several other product development partnerships. Sales 
of products introduced in the past five years, such as Eclipse 
shrinkage-reducing admixture, generated 25% of total 


construction products sales in 1996. 


Grace Packaging Introduces 
a New System for Fresh 
Red Meat Distribution 


Cryovac” case-ready packaging for fresh red 
meats enables retailers to more effectively 
manage their inventories and redirect labor 
from in-store meat cutting to higher-value mer- 
chandising. Prepared in centralized processing 
plants and delivered fresh to retailers, case-ready 
meats are prepackaged in convenient sizes for 
consumers. This packaging solution provides 
consumers with enhanced quality and product 
availability. Grace Packaging is working closely 
with selected retailers in North America and 
Europe to implement case-ready packaging 
systems for fresh red meats. Increasing accep- 
tance of this new distribution system for fresh 
red meats is evidenced by a significant increase 
in sales of case-ready packaging in 1996 over 1995. 
When Albert Heijn BV, Holland’s largest 
grocery retailer, implemented a radical change 
in logistics for fresh red meat distribution, it called 
on Grace Packaging to help it reduce operating 
costs through a more efficient inventory system. 
After a series of successful production trials, 
Albert Heijn wanted 10 Cryovac case-ready 
packaging lines installed and operational within 
two months. A Grace team from Holland and 
France had all lines up and running on time. 
With 16 lines today producing consumer-ready 
fresh red meats for more than 600 stores, 
Albert Heijn has halved the time between product 
ordering and in-store display and introduced a 
more efficient stocking system based on actual 
product purchases rather than estimated demand. 
With its new fresh red meat logistics system fully 


operational, Albert Heijn is one of Europe's 


largest case-ready retailers and the largest 
customer worldwide for Cryovac modified 
atmosphere Packaging for fresh meat applications, 
Consumers—particularly in North 
America—typically Associate a bright red color 
with freshness in selecting red meats, The freshest 
red meats are actually a much darker red—almost 
Purple—color, Red meats are bright red only 
after exposure to oxygen. Cryovac case-ready 
Packaging preserves freshness by Providing 
@ barrier to oxygen. Because many consumers 
have developed a Preference for the brighter 
red coloring, Grace Packaging scientists devel- 
oped a unique vacuum package with an oxygen 
barrier film that can be easily Peeled off by the 
retailer to trigger the color change just before 
stocking the display case. A breathable film 
layer remains over the packaged meat, letting 
oxygen pass through to change the color, usually 
within about 20 minutes. After market testing of 
the new Packaging indicated satisfaction with 
consumers, two major North American retailers 
are expanding availability of Cryovac case-ready 


Packaging systems throughout their stores. 


94 


On-Line Training Reduces Accidents 


On-Line Training Cost-Effectively 
Promotes Safety Awareness 


compliance had been 
difficult to achieve, Since 
the system is virtually 
selfmanaging, with 
Personnel notified 
electronically of the 
Approach of retraining 
dates, compliance for 


88 regulatory, safety and 


T job-specific training is 


95 % 100%. As evidence of 

the increased safety 
awareness generated 

by the training, accidents 
have been reduced 64% over the past 14 months. This new 
training system, which is expected to lower safety training 

costs by 60%, will be expanded globally. The Company also 

is adapting the computer-based training concept to facilitate 
employee training in 

other areas of environ- “We've conducted audits to measure 
ment, health and safety the effectiveness of our computer-based 
including process safety 
management. safety training. Ninety days after course 
completion, our employees have a retention 
rate of 93%, They also give the new training 


system an approval rating of 98%.” 


Dean Courville, Grace Davison 


General Foreman/Training—Lake Charles 
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Cryovac® “breathable” 
films mean less 
spoilage and greater 
preservation of quality 
and flavor throughout 
the distribution chain. 


4 


Cryovac case-ready packaging for 
meats and poultry offers retailers benefits 


in inventory management, merchan- 


dising and distribution efficiencies. 


Cryovac flexible 
packaging systems 
help food service 
operators achieve 
efficiencies in prepa- 
ration and storage 
while improving the 
quality and consistency 
of condiments, soups, 
sauces, dressings, 

pie fillings, juices, 


stews and more. 


Grace Packaging — Protecting the World’s Food & More 


With consumers wanting 
greater convenience, 
demand has never 

been greater for “home 
replacement meals” such 
as precooked meats, soups, 
salads, ethnic specialties 
and pasta dishes. 


Grace is the world’s leading supplier of 
flexible plastic packaging and container 
sealing systems for foods, bev erages and 
consumer products. In 1996, Grace Packaging 
achieved 34 consecutive years of record 
sales and earnings growth. In the past 
five years, sales have grown at an average 
annual rate of 8%, However, due to an 
extraordinary convergence of external factors 
in 1996—high grain prices impacting pack- 
aging sales to North American beef and 
pork processors; “mad cow" disease in 
Europe; and lower demand for shrink films 
in Asia Pacific—sales and profits increased 
only modestly, Market conditions have 
begun to improve, and Grace Pac kaging 
expects to grow both sales and profits 
in 1997 by introduc ing new products, 
entering new market segments, improving 
operating efficiencies, and expanding 
is penetration of developing regions— 
particularly Asia Pacific and Latin America, 
Approximately half of the projected 
sales growth will come from programs 
to transfer existing technology from 
one region to another. The other 
half is expected to come from new 


programs with global potential. 


Clear Competitive Advantages 

A unique combination of ¢« ympetitive 
strengths has contributed to the success 
of Grace Packaging. It uses innovative 
resin and film processing technology, 
coupled with expertise in both the food 
and packaging sciences, Its total systems 
approach offers customers a single source 
for all of their packaging needs. Grace 
Packaging has a global presence and has 
developed unparalleled relationships with 
food processors and retailers all over the 


world. A global business for more than 


30 years, it continues to strengthen its 
global capabilities by levera sing research 
and process technologies and sharing best 


practices throughout the organization 


Focusing on Global Growth Programs 
Grace's patented 7BG'™—total boneguard— 
packaging for bone-in meats reduces 
spoilage rates and enhances inventory 
management. Highly abuse-resistant, 
TBG bags are becoming the standard for 
bone-in pork packaging in North America 
and are revolutionizing pork distribution 
in Europe. One Europi n supermarket plans 
to use 7BG packaging in all of its nearly 
600 stores by the end of 1997, During 1996, 
Grace Packaging met increasing customer 
demand for TBG bags in Europe with a 
new production line in Epernon, France. 

Case-readly meats are another high 
potential growth opportunity for Grace 
Prepared in centralized proc essing plants 
and delivered fresh to retailers case-ready 
meats are prepackaged in convenient sizes 
for consumers. This packaging solution 
provides consumers with enhanced quality 
and product availability. It helps retailers 
more effectively manage their inventories 
and allows them to redirect labor from in-store 
meat cutting to higher-value merchandising, 

Grace Packaging has used its expertise 
in coextrusion technology to introduce a 
variety of thinner-gauge laminates, These 
lightweight, high-performance materials 
are exceptionally well-suited for packaging 
cheese, smoked and processed meats, 
cook-in meats and poultry. The grow ing 
preference by consumers for prepared 
foods to take home—either from a restaurant 
or the supermarket—should help drive 
higher demand for this packaging, 

Precut produce is a small but rapidly 
growing market segment, offering healthy 


choices and convenience to consumers. 
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Grace's sophisticated packaging materials 
match the breathing rates of different 
vegetables, help maintain freshness and 
enhance shelf life. The acquisition of 
Cypress Packaging in mid-1990 positions 
Grace as the market leader in precut 
produce retail and institutional market 
segments, which are expected to grow 
at an average annual rate approximating 
25% over the next five years 

Grace Packaging has a broad portfolio 
of strong, high-clarity films for consumer 
and industrial products, In 1996, Grace 
inoduced a very thin film that provides the 
abuse protection required for software, audio 
and video cassettes, office and art supplies, 
greeting cards, posters and other paper 
products. This new film improves product 
appearance, creates efficiencies on the 
packaging line and, despite its revolutionary 
thinness, performs as well as standard 
shrink films. Other catalysts for growth in 
display films include increased demand in 
packaging for warehouse clubs, and both 
growth of a middle class and enhanced 
distribution systems in emerging countries, 
particularly in the Asia Pacific region, 
where Grace started production in 1996 


ata new display films plant in Malaysia. 


Integrating Container Products Capabilities 


During 1996, Grace merged its Grace Container 


Products business into Grace Packaging 
to capitalize on technology and market 
synergies, Grace Packaging is actively focusing 
on shared competencies in polymers and 
polymer processing. packaging and food 
science, emerging technology platforms such 
as oxygen scavenging, and a common 
approach to product development processes. 
Grace's innovative oxygen-scavenging 
technology maintains food and beverage 
quality—without preservatives—and increases 
shelf life, which helps customers reduce 
product rotation and distribution costs 
Oxygen-scavenging sealants for beer bottle 


crowns were introduced worldwide in 19906. 


The 1996 acquisition of Bayent S.A 
de C.V. in Mexico provides greater access 
to the rapidly growing Latin American 
market and will support the North American 
market with a full range of closure sealants 
and coatings. Grace also is globally 
extending Bayem's innovative technologies 


in can coatings and botle sealants 


Improving Operating Efficiencies 
Grace Packaging is improving global 
operating efficiencies to increase profits at 
an even faster rate than sales. It improved 
asset Management in 1996, reducing capital 
expenditures as a percentage of sales from 
19% in 1995 to about 12% in 1996. Carrying 
lime on accounts receivable was reduced 
nearly 10%. Inventory days-on-hand were 
reduced nearly 20% and total inventory, 
almost 13%. Grace Packaging is now 
reexamining its entire supply 
chain to realize further 
productivity gains. 

Other initiatives 
have focused on orga- 
nizational effectiveness. 
European operations 
were restructured, and 
$25 million in annual 
cost savings were iden 
tified, $10 million of 
which were implemented 
by year-end 1996. Realignment 
in North America resulted in a 
more market-focused opera- 
tion. In Asia Pacific, Grace 
Packaging moved local 
talent into key positions 
to strengthen the organi- 
zation. The marketing 
function in Latin America 
Was upgraded to pro- 
mote rapid expansion 
and identify new growth 


opportunities 


1996 Sales by Market Segment 
Total: $2 billion 


Grace container sealants and coatings 
ensure the integrity of more than 
450 billion cans and bottles annually. 


A first-of-its-kind, thin-gauge 
shrink film is newly developed 
for lightweight, low-abuse 
Products, such as audio and 
video cassettes, office supplies 


and other printed Paper products. 


New Grace sealant 
technology maintains 
freshness—with no 


Preservatives—in 


oxygen-sensitive bever- 


ages such as beer. 
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Grace Construction Products — A Record Year of Growing Profitably 


$435 


$397 
$387 — 
: $382 
$362 | 
94 95 9% 


Sales Increase 10% in 1996 


Monokote® fireproof- 
ing encases and 
insulates structural 
steel to protect 
against failure in 


the event of fire. 


Grace Gonstruction Products’ record three 
fold improvement in pretax operating income 
and 10% sales growth in 1996 resulted from 
improved productivity and increased 
customer acceptance of new value-added 
products and product enhancements 
Grace concrete, cement and masonry 
products, waterproofing systems and fire- 
proofing products enhance customer 
productivity and profitability. They prolong 
structural life with less maintenance and 
enable contractors to compete more prof- 
itably. These advantages, together with 
providing quality customer service, devel 
oping new products, expanding globally 
and improving productivity, form a solid 


basis for continued profitable growth 


Improving Opercting Efficiencies 


Grace Construction Products has significantly 
improved operating efficiencies. It has 
consolidated production operations, 
restructured global R&D and reduced man- 
ufacturing costs in roofing underlayments 
and fireproofing, It also has trained 100 

of its workforce in quality management 
techniques and significantly upgraded 


information systems in North America 


Introducing New and Value Added Products 
In 1996, sales of new and enhanced products 


increased nearly 35% versus 1995 and 


represented over 25% of total construction 
products sales. Polarset* noncorrosive set 
accelerator enables customers to pour and 


“work” conc 


“te in cold temperatures 
without using corrosion-causing chemicals. 
DCT* corrosion-inhibiting admixture 
prolongs the life of concrete structures 
ADVA Hlow™ superplasticizer cost-effectively 
improves concrete finishing. Vycor Ulira™ 


self-adhered roofing underlayment for 


commercial Use protects against ice dams 
and wind-driven rain. Momokole’ MK-6s 
enables contractors to be more price- 
competitive on smaller fireproofing jobs, 
New and specialty products should generate 


50+%% of construction products sales by 2000. 


Globo! Growth Across All Product Lines 
Worldwide sales of cement additives and 
concrete admixtures increased through 
customer acceptance Of new value-added 
product conversions and stronger construction 


markets in North Americ 


gains in cement 
additives in France and Central Europe: 
gains in concrete products in the U,K., Italy 
and Spain; infrastructure projects in Asia 


and an Australian acquisition. Further growth ) 


So ORES ae 


is expected as developing economies 
continue to convert from hand-mixing 
concrete on the job site to more sophisti- 
cated and efficient ready-mix operations 
Increased customer accep- 
lance of new products drove world- 


wide waterproofing sales growth 


Growth in_ fireproofing 
depends on increased use of struc- 
tural steel. In 1996, increased 
fireproofing sales resulted from 
continued strengthening in nonres- 
idential construction in North 
America; strategic marketing 


initiatives in| Europe 


such us a customer = 


ining program; and 


of Asia Pacific 


markets. 


Robert J. Bettacchi President, Grace Construction Products 


Cambridge, Massachusetts 


“Our record performance in both sales growth and profitability in 1996 
was the direct result of hard work, dedication and innovation by every 


member of our worldwide employee team- In redefining our cost structure 


and business portfolio, and implementing sound strategic plans in each 


product lines, we established a rock-solid foundation for 


of our core 
further profitable growth. This brings vs much closer to realizing our vision 
of being the leading, most customer-focused supplier of specialty construction 


materials that strengthen and protect the world’s structures.” 


Pee aaa 


GRACE 


MEMBRANE ROOFING UNDERLAYMENT 


The DRY-BLOCK® 
i system of block and 

Procor™ is a fluid-applied waterproofing : mortar admixtures j 
system. Preprufe™ is.a unique membrane ” produces water-repel> 
waterproofing system, applied, prior lent concrete masonry. 
to pouring concrete slabs and foundation 
walls. Both provide superior protection : s 
for below-grade commercial structyres. _——, UNDERLAY WE; 

ia = NT 


Grace Ice & Water Shield™ is a 
selfadhered roofing underlayment 
that provides maximum protection 
against water infiltration in both 
residential and commercial struc: 
tures in new or reroof applications. 
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Phonosorb® desiccant adsorbents 
prevent internal condensation 
in insulating glass windows and 


assure a clear view. 


Hydroprocessing Sylodent® silicas enhance cleaning 
catalysts improve capabilities and thicken toothpastes, 
the quality of feeds 5 3 SOS Te oar eee Syloid® silicas act as thickeners, 


for finished refined c —— i anti-caking agents, glidants, active 
products such as | ingredient carriers, moisture 
gasoline. Gasoline } scavengers, tabletting aids, oil 

is produced using } | absorbers and gloss reducers in 
fluid cracking cata- | pharmaceuticals and personal 
lysts. Fluid cracking | I care products. 


catalyst additives 
allow refiners to 
meet the challenge 


of reformulated 


gasoline. Syloid® 

silicas control gloss 
in the coatings that 
finish automotive 
dashboard and 

trim elements and 
leather and vinyl 
upholstery. 


Sylobloc® silicas make 
plastic film easier to 


handle, open and fill. 


R. Hyde President, Grace. 
Maryland 


US. New applications for o1 


Daraclar® silica 


virtually limitle ‘Fe.contini j 
6UF market reach aging refinery market adsorbents prevent 

ed several doors for new fluid cracking beer from clouding 
catalyst applications. Escalatin . bt by adsorbing proteins 


of fuel, plastics, coatings during chillproofing. 
products due to im quality of life — 

in Asia Pacific should fuel gr: 

all our businesses.” = 


Papers using new Sylojet™ silicas for color reproduction 
offer excellent color “snap” and improved print resolution. 


They also absorb excess ink for quick drying. 


Syloid® silicas are used to control gloss in paints 
and coatings. For example, they provide exceptional 


clarity, depth and smoothness in wood finishes. 


Grace Davison: Ingenuity, 


Polyolefin catalysts 
are essential in the 
manufacture of 
polyethylene, used 
for plastic film, gas 
distribution pipe 

and molded plastic 
Products, such as 
household containers 
and toys. 


————, 


TriSyI® silicas for 


edible oil refining Same 


eliminate contaminants to improve 
quality and extend shelf life, 


Grace Davison is a leading worldwide 
supplier of catalysts and additiv es to the 
oil refining, plastics and ct 1emical industries, 
It also is a major global supplier of silica- 
based products for plastic, food, coating, 
pharmaceutical, petrochemical and personal 
care product manufacturers, 

Continued success in enhanced 
technology, improved manufacturing and 


work processes, and cost controls resulted 


in strong global sales and profit growth 

in silica products and polyolefin and 
hydroprocessing catalysts during 1996, 
Grace Davison maintained Or improved its 


leadership Position in all of its busine 


including fluid cracking catalysts, where 
competitive pricing pressures limited sales 


and earnings growth for the year. 


Ingenuity in Growing Markets 


Grace Dat 


son's product portfolios are 
managed globally to insure effective 
customer focus and to make efficient use 
of manufacturing and technical resources 


These portfolios are expected to grow 


ter than basic economic growth in the 
markets served. Asia Pacific continues to 
be the fastest growing geographic market, 
and sales in this region have grown from 


5% to 12% of Grace Dan isons annual sales 


in the last five yez This reflects increased 
demand for transportation fuels, plastics 
and a wide range of consumer products, 


While some 


% of total growth 

is forecast to come fr om the developing 
Asia Pacific region, most growth is 
expected to come through new products 
developed in response to changing 
customer requirements throughout the 
world. These new products will help 
customers deal with increasing refining 
complexities, emerging refining and 
manufacturing process technologies and 


changing environmental requirements, 


Innovation & Imagination 


Grace Davison started up a new 
silica products plant during 1996 in Kuantan, 
Malaysia, offering regional silica manufac- 
turing capability in Asia Pacific This plant 
is now in operation, supplying products 
for coatings and other applications, 

The bedrock of Grace Davison’s 
optimism for sustained future growth is its 
strong foundation of technology, rock-solid 
Customer relationships, global capabilities 


and manufacturing flexibility, 


Innovation in Existing Markets 

Customers for Grace Davison catalysts 

and silica products, faced with increasing 
demands—economic, technological and 
environmental—are requesting materials 
with higher performance characteristics, 
Grace Davison devel ps innovative products 


to fulfill those demands, 


For example, Grace Davison’s premium 
fluid cracking catalysts, such as Rameat: 
Spectra™ and Ultima: efficiently upgrade 
heavier, poc rer-quality feedstocks to valuable 
transportation fuels, thus improving refiners’ 
profitability. Innovative catalytic technol Igy 


and flexible manufacturing conditions 


allow Grace Davison to vary fluid cracking 
catalyst formulations to meet each customer's 
specific requirements, This promotes close 
customer relationships that enable Grace 
Davison to get new products to market— 
as evidenced by the fact that 8 % of its 


fluid cracking catalyst products in use 


today are less than four years old. 


The hydroproce: sing catalyst market 
Is growing rapidly, due principally to 

new mandates for removal of sulfur 

from petroleum Products. Grace Davison 
responded to this growth Opportunity by 
expanding its Curtis Bay, Maryland facility 


in 1996 and beginning construction of 
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1992 Total: $521 


1996 Total: $732 


Asia Pacific Leads Sales Growth 


a new hydroprocessing plant at its Lake 
Charles, Louisiana facility. The new plant 
is scheduled to begin Operation in 1998. 

Many newer applications for poly- 
olefin resins require more demanding 
specifications, and Grace Davison catalyst 
technology will help provide opportunities 
and create value for customers. For example. 
high-performance resins are needed for 
recycled plastics; plastic parts with excep- 
tional strength are required when plastic 
is substituted for steel to “lightweight 
automobiles to improve gus mileage: 
and tough films made from polyethylene 
are used in landfill disposal cells to prevent 
contamination of groundwater. In addition, 
continuous improvement is required even 
for established applications, such as gas 
distribution pipe, packaging film and 
household containers. 

Introduction of dramatically 
improved as well as new silica products 
enables Grace Davison to grow sales at 
more than twice the rate of market growth 
New silicas for coatings not only offer 
efficiency improvements but also provide 
performance advantages resulting in 
higher-quality end products. Higher- 
performance silicas permit edible oil 
refiners to improve Operational costs 
while improving product quality. High- 
capacity adsorbent molecular sieves with 
improved mechanical integrity also are 


generating increased sales 


Imagination in New and Changing Markets 
Grace Davison torms close technical 
alliances with its Customers and is currently 
cooperating with major polyolefin producers 
to commercialize enhanced organometallic 
catalysts, including the new metallocene 
catalyst systems, These new catalysts 
enable plastics manufacturers to design 
polymers for improved performance and 
to develop expanded applications for 
polyolefin resins. 

Grace Davison silica products are 
highly adaptable to new markets and 
new applications due to the Company's 
unique silica gel technology and flexible 
manufacturing capabilities, The graphic 
arts industry is just one example of new 
opportunities for silica gel adsorbents 
developed during 1996, Grace Davison 
has an aggressive market development 
program in place devoted to researching 
the best new uses for its technology and 
bringing new products to market rapidly— 
often in highly proprietary applications. 

Nitrogen dioxide is considered 
a significant contributor to the creation 
of ozone, and Grace Davison plans to 
commercialize a catalyst in 1997 that will 
reduce these emissions from refineries. 
The sulfur content of gasoline also is 
likely to be more tightly regulated in the 
future. and Grace Davison has a catalytic 
solution that allows refiners to reduce 
gasoline sulfur without capital investments. 
In anticipation of significant growth in 
petrochemicals worldwide, Grace Davison 
has introduced a product designed to 
increase propylene yield from the fluid 


catalytic cracking unit 


Management’, Discussion and Analysis of below, pretax income/(loss) from Continuing 
Results of Operations and Financia] Condition Operations for all three years was affected py Various 
Special items Grace's 1996 pretax ©Perating income 


before SPecial items of ¢ 119.4 million Increased 


REVIEW OF OPERATIONS 14% over 1995, and 1995 pretax Operating income 
Overview before Special items of 5367.4 million Increased 

Sales and revenues dec Teased 3% in 1996 Versus 1995, 19% over 1994 Excluding divested businesses, Pretax 
and increased 14% in 1995 Over 1994 Excluding divested perating income before SP€cial items creased 120% 


businesses from all Periods, sales and revenues Mereased in 1996 Over 1995 and 200% 1N 1995 over 1994 


3% in 1996 Over 1995 and 149 1 1995 over 1994 For all Periods Presented Pretax Operating 
Pretax ing OMeE/(loss) fr om Continuing Operations results have been restated to teflect the , lassificati Qn 
Was $348.6 million in 1996, $(284 D) million In 1995 Of certain businesses as disc Ontinued Operations 


and $(77,7) million in 1994. As Noted in the table 


*R. Grace Co. and Subsidiaries 


Pretax Operating Results — Continuing Operations 1996 1994 
Sales and revenues before divesteq businesses $2,758 
Sales and revenues f divested businesses 369.8 


Sales and revenues 


Operating ing me before SPECial items ind divested businesses 


$ 374.0 9 311.7 
Operating Income of divested businesses (6.6) (1,9) 
Operating income before Special items S$ 419.4 $ 367.4 $ 309.8 
Special items, 

Gain on sales of businesses 326.4 

Restruc turing costs and asset IMPairments Other activities (107.5) 209,5) 

Provisions relating to Asbestos elated liabilities ind insurance Coverage (229.1) (275.0) (316.0) 

Provision for “porate governance ds (30.0) 

Provisions for ¢ NVironmental liabilities tt former + lanufac turing sites - (77.0) (40.0) 

Gain On sale of remaining interest in REG ~ 27.0 

Operating income/(loss) from continuing ©perations 5 409.2 % (224.1) % (19.2) 
Other income (expenses). 

Interest expeng ind related financing costs (71.6) (71.3) (49,5) 

Other Income/(¢ Xpense), ner 11.0 11,3 (9,0) 


Income/ 


(loss) from continuing operations 348.6 


$419 me and expense items tha y 
roe "ora 1 1 nd nonallocas Om 
$310 “ ¥ at r 
24 95 % 
Pretax Operating Income 
J 
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Packaging 


W. R. Grace & Co. and Subsidiaries 

Excluding divested businesses 

Dollars in millions 

Sales and Revenues 

Packaging $1,735.4 

Container 274.7 
Total Packaging $2,010.1 

Catalysts and other silica-based products ‘732.2 

Construction 435.0 

Other’ 74.9 


Sales and revenues $3,252.2 


1996 as a Percentage of 1995 


Sales and Revenues Estimated 


Variance Analysis Volume Price/Mix Translation 


Packaging 3.9% (1.0)% (.3)% 


Container 1.0 (3) (2.6) 
Total Packaging 34 (9) (.6) 


Catalysts and other 
silica-based products 7.2 (1.3) 


Construction 8.8 (.2) 
Other" (5.9) (2.6) 


Sales and revenues 4.7% C.8)% (7% 


Percentage Change 
1995 1994 ‘96 vs. ‘95 ‘95 vs. 
$1,092.1 $1,417.5 2.6% 
279.9 252.9 a.9) 
$1,972.0 $1,670.4 1.9 
699.9 615.1 4.6 
387.1 9.5 
86.1 (8.4) 
$3,150.9 758. 3.2% 


1995 as a Percentage of 1994 


Volume Price’ Mix Transkition 


2.6% 10.2% 6.0% 3.2% 
(4.9) 19 3 5.0 
19 


4.6 

9.5 
(8.4) 

3.2% 


Primarily reflects Grace's specially polymers business, which is expected to be divested in 1997. 


SALES AND REVENUES 

As noted in the preceding table, sales and revenues 
(excluding divested businesses) increased 3% in 1996 
over 1995, reflecting a favorable volume variance 
estimated at 5% (with increased volumes in all core 
product lines), offset by unfavorable price/product 
mix and currency translation variances estimated at 
1% each. The following is a discussion of the sales 


and revenues of Grace’s product lines. 


Packaging 

1996 sales increased 3% over 1995, a year in which 

sales increased 19% over 1994. 1996 laminate sales 

increased in all regions, particularly in Latin America 
and Asia Pacific due to market 
share growth, and in North 
America primarily due to a 
strong fourth quarter in the 
rollstock and processed and 
prepared foods market segments. 
1996 sales growth in bags was 


modest overall. Sales volumes 


Til 


Catalysts/Silicas Construction 


Sales Increase Across All Product Lines 


in bags increased in Latin America due to economic 
improvement in Argentina, increased cattle slaughter 
rates in Uruguay and higher per capita beef consumption 
in Brazil. Growth in North American bag sales, due to 
continued penetration of 7BG™ (total boneguard) bags 
in the fresh red meat segment, was partially offset by 
lower volumes in the meat producing and processing 
industries, as higher corn prices led to reductions in 
beef herds, which in turn drove down volumes, Sales 
of bags in Asia Pacific and Europe were flat, as the 
negative effects of reduced beef consumption due 

to consumer fears associated with the outbreak of 


coli bacteria and the publicity surrounding bovine 


spongiform encephalopathy in the United Kingdom— 
commonly referred to as “mad cow disease’—Wwere 
partially offset by the positive effects of increased 
consumption of other fresh red meats, poultry and 
fish. Film sales in 1996 were Hat, as sales growth in 
Europe was offset by sales declines in North America 
and Asia Pacific due to continued pricing pressures 
The improvement in Europe resulted from growth 

in demand in the U.K. bakery market segment and 


higher sales from new product introductions. 


latin America Asia Pacific 


Sales by Region 


wm 1994 


Container 

Sales decreased slightly in 1996 versus 1995, as 
sales declines in closure cc >mpounds (due to lower 
consumer demand for bey €rage products in Europe 
and a decrease in market share in Asia Pacific) were 
Partially offset by volume increases frc 9m improved 
market penetration of can coating products in Latin 
America (primarily due to the 1996 acquisition of 
Bayem S.A. de C.V., a Mexican producer of can 
coatings and closure sealants for the rigid container 
industry). North American container sales were up 


slightly due to strong sales of can sealing compounds 


Catalysts and Other Silica-Based Products 

1996 sales of catalysts and other silica-based products 
benefited from continued expansion into new markets 
and the introduction of higher-value-added products 


and new technc logies, partially offset by competitive 


ro) 
& 
a 


Pricing pressures. Volumes 


incr 


‘ased in all regions, 


$1,735 


2 
& 
= op 
a especially in Asia Pacific due 


2 

8 

& 

a 
to an increase in market share 
in refinery catalysts. However, 
in Europe and North America, 
refinery catalyst sales continued 
to be negativ ely impacted by 
competitive pricing pressures. 


Polyolefin catalyst sales were 


el $939 
el $1056 


positively impacted by the 


Europe North America 
strong resin market, and 
silica/adsorbent sales benefited 
from new product applications 
in Europe and Asia Pacific. 

Construction 


Sales increased in all regions and within all product 
lines, especially in North America, where volumes in 
concrete and waterproofing products benefited from 
growth in housing starts and infrastructure projects. 
Also significantly cc ntributing to the increase w as the 
Positive impact of an increase in market share for fire 
protection and concrete products in Asia Pacific. Sales 


also have risen due to the intr duction of new products 


Operating Results — 1996 Compared to 1995 

Pretax operating income before special items (excluding 
divested businesses) increased 12% in 1996 as cx ompared 
to 1995, as cost management programs continued to 
favorably impact results across all regions and product 
lines. As further discussed below under “Statement of 
Operations: Restructuring Costs, Asset Impairments and 
Other Costs,” Grace has implemented a worldwide 
Program to streamline processes and reduce general 


and administrative expenses, factory administration 


costs and noncore corporate research and development 


expenses. In addition, North American results in 1996 


Were positively affected by sales volume increases in 
construction products and bags and laminates, partially 
offset by a decline in refinery catalyst sales. European 
results were favorably impacted by volume increases 
in construction products and silicas adsorbents. In Asia 
Pacific, results declined, reflecting lower pricing and 
an unfavorable product mix in bags, and volume 
declines in closure compounds, partially offset by 
volume increases in construction products and refinery 
and polyolefin catalysts, as discussed above. Also 
affecting 1996 results were higher expenses associated 
with the start-up of new silica and packaging plants 

in Kuantan, Malaysia. Latin American results were 
favorably impacted by volume increases in bags and 


can coating products, as discussed abx ve. 


Operating Results — 1995 Compared to 1994 

As noted above, sales and rey enues (excluding divested 
businesses) increased 14% in 1995 over 1994, reflecting 
favorable volume, Price/product mix and currency 
translation variances estimated at 10%, 1% and 3%, 
respectively. Pretax operating income before special 
items (excluding divested businesses) increased 20% in 
1995 over 1994. Volumes increased in all core product 
lines. Packaging volume increases reflected higher sales 
of bags, films and laminates in all regions, other than 
laminates in Latin America. Container volume increases 
resulted from increased sales of can sealing products 

in Asia Pacific and coating products in Latin America 
Volume increases in catalysts and other silica-based 
products reflected higher sales in all regions, especially 
refinery catalysts in Asia Pacific and Europe, and silica 
North 


American operations experienced reduced profitability 


adsorbent products in Eure spe and Asia Pacific 


in refinery catalysts; refiners cc ontinued to experience 
low margins, as the narrow spread between light and 
heavy crude oil Prices led customers to crack higher- 
quality light crude (which requires fewer catalysts) 

Construction products experienced volume increases, 
Primarily in Asia Pacific due to increased construction 
activity, partially offset by volume decreases in fire 

Protection products in North America (due to a small 
market share decline) and waterproofing products 

in North America and Europe (due to higher material 


costs and a slowdown in the nc onresidential construction 


t). Operating income before taxes also benefited 
from an economic recov ery in Europe that revitalized 


key markets and the absence of Costs incurred in 1994 


to streamline European packaging and container Opera- 
uons, partially offset by higher operating costs incurred 


to increase market share in the Asia Pacific region. 
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STATEMENT OF OPERATIONS 

Interest Expense and Related Financing Costs 
Excluding amounts allocated to discontinued operations, 
interest expense and related financing costs of $71.6 
million in 1996 were flat versus 1995, Including amounts 
allocated to discontinued operations, interest expense 
and related financing costs decreased 10% in 1996 over 
1995, to $147.9 million, primarily due to lower avera 
short-term interest rates. 

Grace's debt and interest rate management 
objectives are to reduce its cost of funding over the 
long term. To manage the interest profile on its debt, 
Grace enters into interest rate agreements; during 1996 
most of these agreements effectively converted fixed- 
rate debt into variable-rate debt. These agreements 
have readily quantifiable impacts on interest cost and 
are characterized by broad market liquidity 

See “Financial Condition: Liquidity and Capital 
Resources” on page 24 for further information on 


borrowings and interest rate agreements. 


Research and Development Expenses 

Research and development spending decreased 16% 
in 1996 versus 1995, The decrease reflects the positive 
impact of cost management initiatives, primarily the 
closing of Grace's corporate research facility, the transfer 
of core research and development activities to existing 
product line facilities, and the termination of activities 


not related to Grace's core packaging and specialty 


Employee 
Termination 
Benefits 


Restructuring provisions recorded in 1995 
Cash payments during 1995 
Noncash activity 


Restructuring reserve at December 31, 1995 


Restructuring provisions recorded in 1996 
Cash payments during 1996 


Noncash activity 


Restructuring reserve at December 31, 1996 


chemicals businesses. Research and development activities 
include research in specialty packaging, catalysts, 


construction materials and process engineering. 


Restructuring Costs, Asset Impairments and Other Costs 


Grace recorded restructuring charges of $75.4 million 
in 1996 and $129.8 million in 1995 ($49.0 million and 
$85.1 million after-tax, respectively). Grace began 
implementing a worldwide program in 1995 to stream- 
line processes and reduce general and administrative 
expenses, factory administration costs and noncore 
corporate research and development expenses. Under 
this program Grace has implemented, and expects 
to further implement, additional cost reductions and 
efficiency improvements, as it further evaluates and 
reengineers its operations. In connection with these 
actions, Grace recorded pretax charges of $53.7 million 
and $21.7 million in the second and fourth quarters 
of 1996, respectively. These charges primarily relate 
to headcount reductions, the restructuring of Grace's 
European packaging operations (in areas such as 
working capital management, manufacturing and sales) 
and the further restructuring of Grace's corporate research 
activities, certain of which are now conducted at 
product line facilities 

The components of the 1996 and 1995 restructuring 
charges, spending and other activity during 1995 and 
1996, and the remaining reserve balances at December 


31, 1996, were as follows: 


Planv/ Office 
Closures 


Asset 


Write-downs Other Costs 


$ 13.4 $18.6 $ 23.5 $129.8 
(19.6) 
(5.8) 


$104.4 


(3.1) 


75.4 
(74.4) 
(14.3) 

$ 91.1 


Employee termination benefits primarily represent 
severance pay and other benefits (including benefits 
under long-term incentive programs paid over time) 
associated with the elimination of approximately 1,300 
positions worldwide, with more than 60% of the eliminated 
positions coming from worldwide corporate staff functions 
and the restructuring of Grace’s worldwide packaging 
operations. Through December 31, 1996, approximately 
800 positions had been eliminated w« ridwide. 

Grace's estimated annual cost savings under 
the restructuring programs are expected to total 
approximately $140 million when fully realized, with 
approximately $100 million being realized annually as 


a result of the actions taken through the end of 1996 


The remaining actions under the programs are expected 


to be substantially implemented during 1997. 


Asset Impairments 
During 1996 and 1995, Grace determined that, due to 
various events and changes in circumstances (including 
the worldwide restructuring programs described above), 
certain long-lived assets and related goodwill were 
impaired. As a result, in the fourth quarters of 1996 and 
1995, Grace recorded noncash pretax charges of $32.1 
million and $39.2 million, respectively ($20.9 million 
and $26.6 million after-tax, respectively), the majority 
of which related to assets that will continue to be held 
and used in Grace’s packaging and specialty chemicals 


businesses. The components of the 1996 and 1995 


charges were (a) goodwill and other intangibles of 
$11.1 million and $4.7 million, respectively; (b) properties 
and equipment of $9.0 million and $20.0 million, 
respectiv (c) long-term investments of $6.7 million 
and $8.6 million, respectively; and (d) other assets 
of $5.3 million and $5.9 million, respectively. Grace 


determined the amounts of the charges based on 


various valuation techniques, including discountec 
cash flow, replacement cost and net realizable value 


for assets to be disposed 


Other Costs 

In the fourth quarter of 1995, Grace recorded pretax 
charges totaling $40.5 million ($25.9 million after-te 
relating to the write-down of corporate assets ($27.0 


million) and working capital assets ($13.5 million). 


Income Taxes 
Grace’s effective tax (benefit) rates were 38.7% in 
1996, (36.8)% in 1995 and (54.8)% in 1994. Excluding 
the special items shown in the table under “Review 
of Operations: Overview” on page 19, Grace's effective 
tax rates were 38.0%, 33.1% and 34.8% in 1996, 1995 
and 1994, respectively. The lower effective tax rate 
in 1995 compared to 1996 was largely due to the 
reversal in 1995 of a valuation allowance on foreign 
net operating losses. The lower effective tax rate in 
1995 compared to 1994 was primarily due to the 
reversal in 1995 of the valuation allowance on foreign 
net operating losses and lower state income taxes, 
partially offset by higher taxes on foreign operations 
Grace has provided a valuation allowance 
relating to uncertainty as to the realization of certain 
deferred tax assets, primarily state and local net 
operating loss carryforwards and net deferred tax 
assets, Tax planning strategies during 1996 enabled 
Grace to reverse the valuation allowance on tax credit 
carryforwards during the year. Based on anticipated 
future results, Grace has concluded that it is more 
likely than not that the remaining balance of the net 
deferred tax assets, after consideration of the valuation 


allowance, will be realized. 


DISCONTINUED OPERATIONS 

Health Care 

During 1996, Grace completed the separation of National 
Medical Care, Inc. (NMC) and sold its separations science 
business (Amicon). These businesses, representing 
Grace’s principal health care businesses, had been 
classified as discontinued operations in 1995, 1996 
income from discontinued operations of $2,643.9 million 
includes income of $24.8 million ($60.3 million pretax) 
from health care operations, a tax-free gain of approxi 
mately $2.5 billion on the NMC transaction, and a 

gain of $40.0 million ($70.4 million pretax) on the sale 
of Amicon. (Loss)/income from discontinued operations 
of $(146.3) million in 1995 and $118.4 million in 

1994 includes income from health care operations of 
$22.0 million ($104.6 million pretax) and $124.7 million 


($227.1 million pretax), respectively. 


Cocoa 

Grace's cocoa business was classified as a discontinued 
operation in 1993. During the fourth quarter of 1995, 
Grace revised the divestment plan for the business. The 
revised plan focused on the improvement of operating 
cash flow through the adoption of new strategies and 

a new global organizational structure, while better 
positioning the business for outright sale. As a result 

of this revised divestment plan, Grace recorded an 
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additional provision of $151.3 million (net of an applicable 
tax effect of $48.7 million) related to the cocoa business 
and other remaining discontinued operations. In 
December 1996, Grace announced that it had entered 


into a definitive agreement to sell the cocoa busin 


to Archer-Daniels-Midland Company. As a result, in the 
fourth quarter of 1996, Grace reassessed its estimated 
loss on the divestment of the business and reversed 
previously recorded provisions of $31.9 million (net 

of an applicable tax effect of $18.1 million), within 
income from discontinued operations. The divestment 
of the cocoa business was completed in February 1997, 
with Grace receiving $470.0 million (inclusive of debt 


assumed by the buyer), subject to adjustment. 


Other 
In the fourth quarter of 1996, Grace cl 


thermal and emission control systems business (TEC 


Systems) as a discontinued operation, In connection 


with classifying TI ystems as a discontinued operation, 
Grace recorded a provision of $4.6 million (net of an 
applicable tax benefit of $2.4 million) related to TEC 
Systems’ anticipated net operating results through 

the expected date of divestment, as well as the loss 
anticipated on the divestment. 

In May 1996, Grace completed the sale of the 
transgenic plant business of its Agracetus subsidiary 
to the Monsanto Company for $150.0 million, resulting 
in a pretax gain of $129.0 million ($79.4 million 
after-tax, or $0.86 per common share of the Company). 
Additionally, in March 1996, Grace sold its microwave 
business for gross proceeds of $3.9 million, 

In February 1995, Grace sold its composite 
materials business for gross proceeds of $3.0 million. 
During 1994, Grace sold its battery separators business 
and a portion of its engineered materials and systems 
businesses for gross proceeds of $316.2 million, 


approximating prior estimates, Grace also sold its animal 


genetics and Caribbean fertilizer operations in 1994 
for proceeds of $44.1 million. In 1994, Grace also 
sold substantially all of its interests in Colowyo Coal 
Company (Colowyo) for proceeds of $218.3 million, 
including $192.8 million of proceeds from a nonrecourse 
financing secured by a portion of the revenues from 
certain long-term coal contracts. Grace retained a limited 
partnership interest in Colowyo, entitling it to share in 
the revenues from these coal contracts 

These businesses were classified as discontinued 
operations in 1993 (other than TEC Systems in 1996 


and Colowyo in 1992). 


FINANCIAL CONDITION 

Liquidity and Capital Resources 

Grace's continuing operating activities provided 

net pretax cash of $355.6 million in 1996, versus 
$247.3 million in 1995, The improved cash flow from 
operations in 1996 was offset by the expenditure 

of $2.1 million for the defense and disposition of 
asbestos-related property damage and personal injury 
litigation, net of amounts received under settlements 
with insurance carriers, compared to a cash inflow 
from asbestos-related litigation, net of insurance 
recoveries, of $97.0 million in 1995. After giving effect 
to the net pretax cash provided by operating activities 
of discontinued operations and payments of income 
taxes, the net cash provided by operating activities 


increased $116.3 million in 1996 versus 1995, 


172.9 million of 


Investing activities provided 


cash in 1996, largely reflecting net cash proceeds of 
$2,720.3 million from divestments of businesses. This 
excluded (a) $100.0 million received in January 1997 
on the 1996 sale of the water treatment and process 


chemicals business; and (b) $115.6 million received in 


January 1997 on the 1996 sale of Amicon. Grace made 


capital expenditures of $456.6 million in 1996, primarily 


related to the packaging and catalysts and other silic: 


based products businesses. Also, net investing activities 


92.9 million 


of discontinued operations for 1996 used $ 
of cash (compared to $295.2 million in 1995), primarily 
decreasing as a result of the disposition of NMC in 

the 1996 third quarter. Grace anticipates total capital 


expenditures for 1997 to approximate $300 million, all 


of which will be directed towards its core businesses. 
Net cash used for financing activities in 1996 
was $2.267.8 million, primarily reflecting reductions in 
debt, the repurchase of stock (discussed on page 25), 
and the payment of dividends, partially offset by pro- 
ceeds from the exercise of employee stock options. 
Total debt was $1,388,.2 million at December 31, 1996, 


a decrease of $545.6 million from December 31, 1995. 


$538 


$445 | $457 
94 95 96 


Capital Expenditures 


In addition to the reduction of debt, in 1996 Grace 

terminated agreements to sell up to $300 million of 

interests in designated pools of trade receivables, 

$180 million of which pertained to NMC, At December 

31, 1995, $295.8 million had been received pursuant 

to such sales, $179.8 million of which pertained to NMC 
Grace initiated a program in April 1996 to 

repurchase 10.0 million shares of its common stock 

As of September 27, 1996, Grace had acquired 9,864,800 


shares under this program at a cost of $727.1 million 


(or an average price of appre yximately $73.70 per share, 
before adjustment for the effect of the NMC transaction 
on the price per share of Grace stock) Following the 
NMC transaction, Grace implemented a second program 
to repurchase up to 20% of the approximately 89.0 million 
shares then outstanding. Through March 4, 1997, Grace 
had repurchased 16,019,900 shares at a cost of $849.1 
3,00 


million (or an average price of approximately 
per share) 

As Grace's balance sheet is restructured to support 
its core businesses, Grace is targeting a ratio of debt 
(net of cash and short-term investments) to earnings 
before interest, taxes, depreciation and amortization 
(EBITDA) of 1.6 to 2.0. Grace believes this ratio is 
the appropriate measure of leverage for management 
purposes because it compares debt to the pretax cash 
flow available to service debt. Also, it is not subject 
to distortion (as traditional debt/equity or debt capital 
ratios are) following a major share repurchase program 
such as those Grace has executed, At the targeted 
deb/EBITDA level of 1.6 to 2.0, Grace benefits from 


the tax advantages of debt financing on its ov erall 


weighted average cost of capital while retaining the 
financial flexibility to invest in the continued growth 
of its core businesses, Grace believes it can safely 


exceed its target leverage range on a short-term basis 


to meet its investment needs, The cash received and 
to be received from divestments is being used to 
reduce debt and repurchase shares to bring the capital 
structure within the target range. At December 31, 1996, 
the debt/EBITDA ratio was 2: 


3, outside the target range 
primarily due to the timing of the share repurchases 
ahead of cash divestment proceeds. It is expected that 


the ratio will be within the target range in 1997 


In May 1996, Grace entered into a revolving 
credit agreement, expiring May 1997, prov iding for 
total borrowings of $1.85 billion, and terminated three 
previous agreements providing for total borrowings of 
$850 million. During the fourth quarter of 1996, Grace 
reduced the borrowings available under this new credit 


sreement to $650 million, reflecting the completion 


of the NMC transaction. In addition, Grace continues 
to have $350 million available under a separate 
long-term facility expiring on September 1, 1999. 


Thus, Grace had committed borrowing facilities totalir 


$1.0 billion, of which $471.3 million was available 
at the end of 1996. 

In October 1996, Grace announced that it expected 
to divest four noncore businesses by late 1996 or 1997 


The businesses to be sold were Grace's cocoa business 


Amicon, TEC Systems and ¢ e's specialty polymers 
business. As noted above, in December 1996, Grace 
completed the sale of Amicon and announced that it 


had ente 


d into a definitive agreement to sell its cocoa 
business. In February 1997, Grace completed the sale 


of the cocoa business and entered into an 


greement 


to sell its specialty polymers business. Grace expects 
to complete the sale of its specialty polymers business 
in the second quarter of 1997 and the sale of TEC 


Systems in 1997 


Asbestos-Related Matters 

Grace is a defendant in lawsuits relating to prev iously 
sold asbestos-containing products. In 1996, Grace paid 
$2.1 million for the defense and disposition of asbestos 
related property damage and persc ynal injury litigation 
net of amounts received under settlements W ith insurance 
carriers. During the fourth quarter of 1996, Grace 
recorded a noncash pretax charge of $229.1 million 
($148.9 million after-tax), primarily to reflect the estimated 
costs of defending against and disposing of personal 
injury claims expected to be filed through 2001, The 
estimated costs used to determine the amount of this 
charge have not been discounted to their present values, 
and the time period over which the associated cash 

is actually expended is likely to extend beyond 2001 
The balance sheet at year-end 1996 includes a receivable 
of $331.3 million due from insurance carriers, Grace 
also has recorded notes receivable of $55.9 million 
($48.5 million after discounts) for amounts to be receiv ed 
from 1997 to 2001 pursuant to settlement agreements 


previously entered into w ith insurance carriers 
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Although the total amounts to be paid in 1997 
with respect to asbestos-related claims (after giving 
effect to payments to be received from insurance carriers), 
cannot be precisely estimated, Grace expects that it 
will be required to expend approximately $75—$100 
million (pretax) in 1997 to defend against and dispose 
of such claims (after giving effect to anticipated 
insurance recoverics). The amounts with respect to 


the probable cost of defending against and disposing 


of asbestos-related claims and probable recoveries 


and are 


from insurance carriers represent estimate 


the outcomes of such claims 


on an undiscounted ba 
cannot be predicted with certainty. See Note 2 to the 
Consolidated Financial Statements for further information 
concerning asbestos-related lawsuits and claims. 


Environmental Matters 

Grace is subject to loss contingencies resulting from 
environmental laws and regulations. Worldwide 
expenses of continuing operations related to the 
operation and maintenance of environmental facilities 


and the disposal of hazardous and nonhazardous 


stes totaled $44.5 million in 1996, $42.6 million 

in 1995 and $35.0 million in 1994, Such costs are 
estimated to be $45.0 million in 1997 and $47.0 million 
in 1998. In addition, worldwide capital expenditures 
for continuing operations relating to environmental 
protection totaled $17.1 million in 1996, compared 

to $14.9 million and $21.5 million in 1995 and 1994, 
respectively. Capital expenditures to comply with 
environmental initiatives in future years are estimated 
to be $13.0 million in 1997 and $12.0 million in 1998. 
Grace also has incurred costs to remediate environ- 
mentally impaired sites. These costs were $20.3 million 
in 1996, $31.3 million in 1995 and $30.8 million in 
1994. These amounts have been charged against 
previously established reserves. Future cash outlays 

for remediation costs are expected to total $23.0 million 


in 1997 and $26.0 million in 1998. Expenditures have 


been funded from internal sources of cash and are 

not expected to have a significant effect on liquidity. 
Grace accrues for anticipated costs associated 

with investigatory and remediation efforts where 

an assessment has indicated that a loss is probable 

and can be reasonably estimated. In the fourth quarter 

of 1995 and the first quarter of 1994, Grace recorded 


pretax provisions of $77.0 million and $40.0 million 


($50.0 million and $26.0 million after-tax), respectively. 
The 1995 provision related principally to increased 
cost estimates associated with five former manufacturing 
sites. At December 31, 1996, Grace's liability for 
environmental investigatory and remediation costs 
related to continuing and discontinued operations 
totaled $256.4 million, as compared to $280.3 million 

at December 31, 1995. These accruals do not take into 
account any discounting for the time value of money 
Additionally, Grace is in litigation with certain excess 
insurance carriers regarding the applicability of the 
carriers’ policies to environmental remediation costs; 
given the uncertainties inherent in this litigation, Grace 
has not recorded a receivable with respect to such 
insurance coverage (except in One instance where 

a settlement with a carrier has been reached). 

Grace’s environmental liabilities are reassessed 
whenever circumstances become better defined and/or 
remediation efforts and their costs can be better estimated. 
These liabilities are currently evaluated quarterly, based 
on available information, including the progress of 
remedial investigation at each site, the current status 
of discussions with regulatory authorities regarding 
the method and extent of remediation at each site 
and the apportionment of costs among potentially 
responsible parties. As some of these issues are decided 
(the outcomes of which are subject to uncertainties) 
and/or new sites are assessed and costs can be reason- 
ably estimated, Grace will continue to review and 
analyze the need for adjustments to the recorded accruals. 
However, Grace believes that it is adequately reserved 


for all probable and estimable environmental exposures, 


MANAGEMENT'S RESPONSIBILITY 
FOR FINANCIAL REPORTING 


Management is responsible for the Preparation, as well 
as the integrity and objectivity, of the Consolidated 
Financial Statements and other financial information 
included in this report. Such financial information has 
been prepared in conformity with generally accepted 
accounting principles and accordingly includes certain 
amounts that represent management's best estimates 
and judgments, 

Management maintains internal control systems 


fo assist it in fulfilling its responsibility for financial 


reporting, including selection of personnel; segregation 


of duties; business, accounting and reporting policies 
and procedures; and an internal audit function, While 


no system can ensure elimination of all errors and 


irregularities, Grace’s systems, which are reviewed 
and modified in response to changing conditions, 


have been designed to provide reasonable assurance 


that assets ar safeguarded, policies and procedures 
are followed and transactions are properly executed 


and reported. The concept of reasonable assurance 


is based on the recognition that there are limitations 
in all systems and that tt le cost of such systems sl 10uld 
not exceed their benefits, 

The Audit Committee of the Board of Directors, 
which is comprised of directc ots who are neither officers 
nor employees of nor consultants to Grace, meets regularly 
with Grace's senior financial personnel, internal auditors 
and independent certified public accountants to review 
audit plans and results, as well as the actions taken 
by management in discharging its responsibilities for 
accounting, financial reporting and internal control 
systems. The Audit Committee reports its findings and 
recommends the selection of independent certified 
public accountants to the Board of Directors. Grace's 
Management, internal auditors and independent certified 
public accountants have direct and confidential access 
to the Audit Committee at all times. 

The independent certified public accountants are 
engaged to conduct the audits of and render a report 
on the consolidated financial statements in accordance 
with generally accepted auditing standards. These 
standards require a review of the systems of internal 


controls and tes 


'S of transactions to the extent considered 


nec 


ssary by the independent certified public accountants 
for purposes of supporting their Opinion as set forth 


in their report, 


Q\Cia 


Albert J. Costello 
Chairman, President and 
Chief Executive Officer 


Larry Ellberger 
Senior Vice President and 
Chief Financial Officer 


bedliog 


REPORT OF INDEPENDENT 
CERTIFIED PUBLIC ACCOUNTANTS 


Price Waterhouse tip @ 


One East Broward Boulevard 
Ft. Lauderdale, FL 33301 


February 3, 1997 


To the Shareholders and Board of Directors 
of W. R. Grace & Co. 


In our opinion, the consolidated financial statements 
appearing on pages 28 through 52 of this report 
present fairly, in all material respects, the financial 
Position of W. R. Grace & Co. and subsidiaries at 
December 31, 1996 and 1995, and the results of their 
Operations and their cash flows for each of the three 
years in the period ended Dec ember 31, 1996, in 
conformity with generally accepted accounting principles. 
These financial statements are the responsibility of 
management; our responsibility is to express an opinion 
On these financial statements based on our audits 

We conducted our audits of these statements in 
accordance with generally accepted auditing standards 
which require that we plan and perform the audit 

to obtain reasonable assurance about whether the 
financial Statements are free of material misstatement 
An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financ ial 
Statements, assessing the accounting principles used 
and significant estimates made by management, and 
evaluating the overall financial statement presentation, 
We believe that our audits provide a reasonable basis 


for the opinion expressed above 


Poe. Walithunae why? 
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Consolidated Financial Statements 
W. R. Grace & Co. and Subsidiaries 


CONSOLIDATED STATEMENT OF OPERATIONS 


Dollars in millions, except per share amounts 


Sales and revenues 
Other income 

Total 
Cost of goods sold and operating expenses 
Selling, general and administrative expenses 
Depreciation and amortization 
Interest expense and related financing costs 
Research and development expenses 


Restructuring costs and asset impairments 


Provision relating to asbestos-related liabilities and insurance coverage 


Gain on sales of businesses 
Total 
Income (oss) from continuing Operations before income taxes 
Provision for (benefit from) income taxes 
Income/(loss) from continuing operations 
Income/(oss) from discontinued operations 
Net income/(loss) 
Earnings’ Coss) per share: 
Continuing operations 


Net earnings/(oss) 


——— ran 


The Notes to Consolidated Financial Statements, pages 32 to 52. 


52, are integral parts of these statements 


$3,454.1 
38.9 
3,493.0 
2,071.0 
713.3 
184.4 
71.6 
93.9 
107.5 
229.1 


(326.4) 


3,144.4 
348.6 
134.8 
213.8 

2,643.9 

$2,857.7 


1995, 


3,877.9 
(284.1) 
(104.5) 
(179,60) 
(140.3) 

$ (325.9) 
$ (1.87) 


$ (3.40) 


1994 


$3,128.5 


42.0 
3,170.5 
1,832.0 
785.9 
164.6 
19.5 

9.0 


316.0 


3,248.2 

(77.7) 
(42.0) 
(45.1) 


118.4 


CONSOLIDATED STATEMENT OF CASH FLOWS 
Dollars in millions 1996 1995 1994 
Operating Activities 


Income/(loss) from continuing operations before income taxes $(284.1) $ (7.7) 


Reconciliation to cash provided by operating activities: 


Depreciation and amortization 164.6 
Provision relating to asbestos-related liabilities and insurance coverage 316.0 
Provision relating to restructuring costs and asset impairments 169.0 _ 
Gain on sales of businesses 
Changes in assets and liabilities, xcluding effect of businesses 
acquired/divested and foreign currency exchange 
Increase in notes and accounts receivable, net (126.4) (44,7) (159.5) 
Decrease/(increase) in inventories 51.9 (43.4) 
Proceeds from asbestos-related insurance settlements 184.5 138.60 
Payments made for asbestos-related litigation settlements, 
judgments and defense costs (186.6) (160.3) (198.6) 
(Decrease)/increase in accounts payable (36.4) (48,3) 10.3 
Other (74.6) (40.6) 745 
Net pretax cash provided by operating activities of continuing operations 355.6 247.3 224.8 
Net pretax cash provided by operating activities of discontinued operations 38.5 96.6 314.7 
Net pretax cash provided by operating activities 394.1 343.9 539.5 
Income taxes paid (170.8) (236.9) (86,0) 
Net cash provided by operating activities 223.3 107.0 153.5 
Investing Activities” 
Capital expenditures (456.6) (537.6) (444,06) 
Businesses acquired in purchase transactions, net of cash 
acquired and debt assumed G2.1) (37.4) (276.9) 
Net investing activities of discontinued operations (192.9) (295.2) (32.9) 
Net proceeds from divestments 2,720.3 50.7 583.9 
Proceeds from disposals of assets 36.6 17.9 34.0 
Other (2.4) (6,0) 34.9 
Net cash provided by/(used for) investing activities 2,072.9 (801.6) (01,6) 
Financing Activities” 
Dividends paid (46.0) (112.6) (132.0) 
Repayments of borrowings having original maturities in excess 
of three months (196.1) (68.1) (141.2) 
Increase in borrowings having original maturities in excess of three months 6 148.5 535.1 
Net (repayments of)/increase in borrowings having original maturities 
of three months or less (344.3) 14.9 (605.8) 
Stock options exercised 70.7 164.1 21,1 
Net financing activities of discontinued operations (136.7) 120.8 2 
Purchase of treasury stock (4,319.3) (2.1) 
Repurchase of limited partnership interest (297.0) ~ - 
Other 3 2 (.2) 
Net cash (used for)/provided by financing activities (2,267.8) 655.7 ( 
Effect of exchange rate changes on cash and cash equivalents (7) 1.2 1.6 
Increase/(decrease) in cash and cash equivalents 27.7 ( 30.7 
Cash and cash equivalents, beginning of year 40.6 78.3 17.6 
Cash and cash equivalents, end of year 68.3 $ 40.6 $ 78.3 
The Notes to Consolidated Financial Statements, pages 32 to 52, are integral parts of these statements 
(See Notes 1 and 6 for supplemental information relating to noncash investing and financing activities 
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CONSOLIDATED BALANCE SHEET 


Dolls tt millions, except par value December 31 
Assets 


Current Assets 

Gash and cash equivalents 68.3 
Notes and accounts receivable, net 831.4 
Inventories 376.1 
Net assets of discontinued operations 297.4 
Deferred income taxes 183.9 
Other current assets 17.8 


Total Current Assets 1,774.9 


Properties and equipment, net 1,871.3 
Goodwill, less accumulated amortization of $18.6 (1995 — $20.6) 40.6 
Net assets of discontinued operations — health care = 
Asbestos-related insurance receivable 296.3 
Deterred income taxes 309.2 
Other assets. 653.5 

Total Assets $4,945.8 


Liabilities and Shareholders’ Equity 


Current Liabilities 

Short-term debt $ 315.2 
Accounts payable 274.7 
Income taxes 123.3 
Other current liabilities 773.9 
Minority interest - 


Total Current Liabilities 1,487.1 


Long-term debt 1,073.0 
Other liabilities 850.7 
Deferred income tixes 43.5 
Noncurrent liability for asbestos-related litigation 859.1 


Total Liabilities 4,313.4 


Commitments and Contingencies (Notes 2, 6, 9 and 11) 


Shareholders’ Equity 
Preferred stock, par value $.01 and $100, respectively 
Common stock, par value $.01 and $1, respectively; 300,000,000 shares authorized; 


outstanding at December 31: 1996 8,493,000; 1995 — 97,375,000 8 
Paid in capital §24.1 
Retained earnings 172.6 
Cumulative translation adjustments (64.6) 
Treasury stock, at cost; December 31: 1996 — 10,000; 1995 — 53.000 common shares (5) 


Total Shareholders’ Equity 632.4 
s and Shareholders’ Equit $4,945.8 


nsolidated Financial Statements, pages 32 to 52. are integral parts of these statements 


$ 40.6 
596.8 
491,9 


3806.6 
688.3 
$6,360.6 


459.8. 

709.0 
(39.4) 
(2.4) 

1,231.8 


$6,360.6 


CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 
Dollars in millions 1996 1995 1994 


Preferred Stocks 


Balance, beginning of year $ 74 $$ 7.4 
Retirement of preferred stocks = “ 
Balance, end of year 7 7 74 74 
Common Stock 
Balance, beginning of year 97.4 94.1 93.5 
Shares issued under stock inc entive plans 14 33 6 
Retirement of treasury stock (9.9) = z 
Change in par value of cc ommon stock (88.1) 
Balance, end of year 38 97.4 94.1 


Paid in Capital 


Balance. beginning of year 459.8 287.8 
Shares issued under stock incentive plans 98.5 20.5 
Retirement of treasury stock (422.3) - - 
Change in par value of common stock 88.1 ~ - 
Other - ()) 5 
Balance, end of year 7 524.1 459.8 308.8 
Retained Earnings 
Balance, beginning of year 709.0 1,147.5 1,196.2 
Net income/(loss) 2,857.7 (325.9) 83.3 
Dividends paid (46.0) (112.6) (132.0) 
Dividend of common equity interest in health care (2,172.3) _ - 
Retirement of preferred stock 7.4 - - 
Retirement of treasury stock (4,183.2) - - 
Balance, end of year : 172.6 709.0 1,147.5 
Cumulative Translation Adjustments 
Balance, beginning of year (9.4) (53.3) (67.3) 
Translation adjustments (25.2) 13.9 14.0 
Balance, end of year : (64.6) (39.4) (53.3) 
Treasury Stock 
Balance, beginning of year (2.4) = : 
Purchase of common stock 4,319.3) (12.1) = 
Shares issued under stock incentive plans 5.8 97 
Retirement of treasury stock 1,315.4 ~ - 
Balance, end of year : (5) (24) ~ 
—— 
Total Shareholders’ Equity $1,231.8 $1,504.5 
The Notes to Consolidated Financial Statements Pages 32 10 52, are integral pants of these statements 
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Notes to Consolidated Financial Statements 


Dollars 11 millions, except per share amounls 


1, BASIS OF PRESENTATION AND SUMMARY OF 
SIGNIFICANT ACCOUNTING AND FINANCIAL 
REPORTING POLICIES 

W. R. Grace & Co., through its subsidiaries, is primarily 

engaged in the packaging and specialty chemicals 

businesses on a worldwide basis. As used in these 
notes, the term “Company” refers to Grace New York 

(as defined below) through September 27, 1996, and 

thereafter to W. R. Grace & Co,, a Delaware corporation 

The term “Grace” refers to the Company and/or one 


or more of its subsidiaries. 


1996, W. R. Grace 


& Co... a New York corporation subsequently renamed 


Reorganization — On September 28, 


Fresenius National Medical Care Holdings, Ine. (Grace 
New York), distributed all of the Company's outstanding 
common stock (which has a par value of 5.01 per 
share) to the holders of Grace New York common 
stock (which had a par value of $1.00 per share) on 

a one-for-one basis, As a result of the distribution, 
Grace New York's principal remaining asset was the 
outstanding capital stock of National Medical Care, Ine 
(NMC), a health care company that was classified as a 
discontinued operation in the second quarter of 1995 
On September 29, 1996, a wholly owned subsidiary 

of Fresenius Medical Care AG (FMC), a German 
corporation, merged with and into Grace New York, 
resulting in the combination of NMC with the worldwide 
dialysis business of Fresenius AG (Fresenius), a German 
health care corporation and the principal shareholder 
of FMC. 

The Grace New York preferred stock issued 

and outstanding at the time of the above distribution 


remained outstanding shares of Grace New York, 


and the treasury shares held by Grace New York 
at the time of the distribution were retained by 
Grace New York. Accordingly, the distribution was 
treated as a retirement of preferred stocks and a 
retirement of treasury stock within the Consolidated 
Statement of Shareholders’ Equity for the year ended 
December 31, 1990, 

For further information, sce the Grace New York 
Joint Proxy Statement-Prospectus dated August 2, 1996 
(Joint Proxy Statement-Prospectus), the Company's 
Prospectus dated August 2, 1996 (Prospectus), and 


Notes 6 and 13. 


Principles of Consolidation — The consolidated financial 
statements include the accounts of Grace and majority- 
owned companies. Intercompany transactions and 
balances are climinated in consolidation. Investments 
in affiliated Companies (20%—-50% owned) are account- 


ed for under the equity method, 


Reclassifications — Certain amounts in prior years’ 


consolidated financial statements and related notes 


have been reclassified to conform to the current 
year’s presentation and as required with respect 


to discontinued operations. 


Use of Estimates — The preparation of financial 
statements in conformity with generally accepted 

acc’ ounting principles requires that management make 
estimates and assumptions affecting the reported 
amounts of assets and liabilities Gincluding contingent 
assets and liabilities) at the date of the consolidated 
financial statements and the reported revenues and 
expenses during the reporting period. Actual amounts 


could differ from those estimates. 


Cash Equivalents — Cash equivalents consist of highly 
liquid instruments with maturities of three months 

or less when purchased. The recorded amounts 
approximate fair value because of the short maturities 


of these investments 


Inventories — Inventories are stated at the lower of 
cost or market. The methods used to determine cost 
include first-in/first-out and, for substantially all U.S. 
chemical inventories, last-in/first-out. Market values 
for raw materials are based on current cost and, for 


other inventory classifications, net realizable valuc. 


Properties and Equipment — Propertics and equipment 


are stated at the lower of cost or fair value. Depreciation 
of properties and equipment is generally computed 
using the straight-line method over the estimated useful 
life of the asset. Interest is capitalized in connection 
with major project expenditures and amortized, generally 
on a straight-line basis, over the estimated useful life 
of the asset. Fully depreciated assets are retained in 
properties and equipment and related accumulated 
depreciation accounts until they are removed from 


service. In the case of disposals, assets and related 


depreciation are removed from the accounts and the 
net amount, less any proceeds from disposal, is 


charged or credited to income. 


Goodwill — Goody ill arises from certain purchase 
transactions and is amortized using the straight-line 


method over appropriate periods not exceeding 40 years 


Research and Development Costs — Res¢ arch and 


development costs are charged to expense as incurred 


Impairment — [pn 1995, Grace adopted Statement 

of Financial Accounting Standards (SFAS) No 121, 
Accounting for the Impairment of Long-Lived Assets 

and for Long-Lived Assets to Be Disposed Of.” 

In accordance with this statement, Grace reviews 

long-lived assets and related goodwill for impairment 

whenever events o1 changes in circumstances indicate 

that the cartying amount of an asset may not be 


fully recoverable 


Income Taxes — Grace uses an asset and liability 
approach for the acc ounting and financial reporting 


of income taxes 


Foreign Currency Translation — reign Currency 
(ransactions and financial state ments (except for th« se 
relating to Ountries with highly inflationary economies) 
are translated into | S. dollars at current exchange 
rates, except that revenues, costs and expenses are 
translated at average exchange rates during each 


reporting period, The financial Statements of subsidiaries 


located in countries with highly inflationary economies 
are remeasured as if the functional currency was the 
U.S. dollar, The remeasurement creates translation 
adjustments that are reflected in net income. 
Financial Instruments — ( face enters into interest rate 
Swap agreements and foreign exc hange forward and 
Option contracts to manage exposure to fluctuations 
In interest and foreign currency exchange rates, Grace 
does not hold OF Issue derivative financ ial instruments 
for trading Purposes, 

The cash differentials Paid or received under 
interest rate swap agreements are accrued and recog- 


nized as adjustments to interest expense The related 


mounts payable to o1 receivable from the counterparties 
are included in other Current liabilities or notes and 
accounts receivable, net Cash flows related to interest 
rate swap agreements are classified within operating 


activities in the ¢ Onsolidated Statement of Cash Flows, 


consistent with the interest Payments on the underlying 


debt. The fair values of interest fale swap agreements 
are not recognized in the Consolidated Financial 
Statements, as these agreements modify the interest 


rate basis (i, rate) of debt 


*., Whether fixed or floating 


instruments of similar face amounts and tenor 


Gains or losses resulting from the settlement 


prior to maturity of interest rate SWap agreements are 


either deferred (rec, ded as other liabilities oy other 
assets) and amortized to interest expense and related 
financ ing costs Over a period relevant to the agreement 
) or recognized 
immediately (if the underlying debt has been repaid 
Or retired) 

Grace enters into foreign currenc Y forward 
and Option contracts to hedge transactions and firm 
commitments denominated in foreign currencies and, 


from time to time, net Investments in forei 


underlying transactions. Gains oy losses on hedges 


are deferred and recorded as part of the basis in the 
transaction in the Period in which the transaction is 
consummated. Gains and losses on forward contracts 
that hedge net investments in foreign subsidiaries 

are recorded in the cumulative translation adjustments 
account in shareholders equity, Cash flows related 

to foreign currency forward and ©ptton contracts are 
classified within Operating activities in the ¢ Onsolidated 


Statement of Cash Fk WS 


Other Income — ther income consists of interest 
income, equity in earnings of affiliated companies, 


Sains on sales of investments and other items 


Earnings Per Share — Earnit per share are computed 
on the basis of the weighted average number of 
common shares outstanding 


Grace is a defendant in Property damage and personal 
injury lawsuits relating to previously sold asbestos. 
containing products and anticipates that it will be 
named as a defendant in additional asbest S-related 
lawsuits in the future. Grace was a defendant in 
approximately 41,500 asbestos-related lawsuits at 
December 31, 1996 (31 involv ing claims for Property 
damage and the remainder involving approximately 
91,500 claims for Personal injury), as compared to 
approximately 40,800 law Suits at December 31, 1995 
(47 involving claims for property damage and the 
remainder involving approximately 92,400 ¢ laims 


for personal injury). 
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Property Damage Litigation 

The plaintiffs in property damage lawsuits generally 
seek to have the defendants absorb the cost of removing, 
containing or repairing the ashestos-containing materials 
in the affected buildings. Each property damage case 

is unique in that the age, type, size and use of the 
building, and the difficulty of asbestos abatement, 

if necessary, vary from structure to structure. Thus, 

the amounts involved in prior dispositions of property 
damage cases are not necessarily indicative of the 
amounts that may be required to dispose of cases in 
the future. Information regarding product identification, 
the amount of product in the building, the age, type, 
size and use of the building, the jurisdictional history 
of prior cases and the court in which the case is 
pending provide meaningful guidance as to the range 
of potential costs. Some of this information is not 

yet available in the property damage cases currently 
pending against Grace. Accordingly, it is not possible 


to estimate with precision the costs of defending 


Cases outstanding, beginning of year 
New cases filed 

Settlements. 

Dismissals 

Judgments, net 


Cases outstanding, end of year 


Personal Injury Litigation 

Personal injury claims are generally similar to cach 
other (differing primarily in the type of asbestos-related 
illness allegedly suffered by the plaintiff). However, 
Grace's estimated liability for such claims is influenced 
by numerous variables, including the solvency of other 
former asbestos producers, cross-claims by co-defendants, 
the rate at which new claims are filed, the jurisdiction 
in which the filings are made, and the defense and 


disposition costs associated with these claims 


Claims outstanding, beginning of year 
New claims 

Claims under amended complaints: 
Settlements 

Dismissals 

Judgments, net 


Claims outstandi 


against and disposing of these cases. In accordance 


with SFAS No. 5, Grace has recorded an accrual for 


all existing property damage cases for which sufficient 


information is available to form a range of estimated 
exposure. At December 31, 1996 and 1995, estimates 
were not accrued for one and four cases, respectively, 
due to insufficient information, Grace believes that 
the number of property damage cases to be filed in 
the future and the costs associated with these filings 
are not estimable. 

Through December 31, 1996, 145 asbestos 
property damage cases were dismissed without 
payment of any damages or settlement amounts; 
judgments were entered in favor of Grace in nine cases 
(excluding cases settled following appeals of judgments 
in favor of Grace); judgments were entered in favor 
of the plaintiffs in seven cases for a total of $60.3 (none 
of which is on appeal; and 186 property damage 
cases were settled for a total of $450.5. Property 


damage case activity for 1996 and 1995 is as follows: 


December 31, 1996 1905 


Through December 31, 1996, approximately 
11,800 asbestos personal injury lawsuits involving 
27,400 claims were dismissed without payment of 
any damages or settiement amounts (primarily on the 
basis that Grace products were not involved), and 
approximately 30,500 lawsuits involving 66,200 claims 
were disposed of for a total of $186.0. Personal injury 


claim activity for 1996 and 1995 is as follows: 


1996 
92,436 
30,274 

8,298 
(36,630) 
(2,866) 
qd) (6) 
91,511 


December 31 1995, 
67,889 
34,300 

2,120 
(9,585) 


(2,288) 


1) Of the 8,298 claims shown, approximately 1,500 were filed under amended complaints in 1996. The remaining claims relate to disputed filings that 


were submitted to local counsel in prior years but were not reported to Grace wil 1996, when a majority of such claims was settled. 


Asbestos-Related Liability 
Subject to the factors discussed above, Grace estimates 


that its probable liability is as follows with respect 


Current liability for asbestos-related litigation’ 
Noncurrent liability for asbestos. related litigation 


Total asbestos-related liability“ 


MCCS property damage and personal injury cases and claims pe nding 
through 2001, See discussion below 

® Reflects property damage and personal injury cases and claims pending 
through 1998. See discussion below 


’ Included in “other current liabilities” in the ¢ ‘onsolidated Balance Sheet, 


to the defense and disposition of asbestos property 


damage and personal injury cases and claims at 


December 31, 1996 and 1995: 


December 31, 1996" 
$135.0 
859.1 
$994.1 


1995 
$100.0 


722.3 


at December 31, 1996, as well as personal injury claims ¢ pected to he filed 


at December 31, 1995, as well as personal injury claims expected to be filed 


' Excludes one property damage case at December 31 1996 as to which the liability is not yetestimable because Grace has not yet been able to obtain 


sufficient information through discovery proceedings 


Prior to 1995, Grace recorded noncash charges 
to reflect its estimate of the costs of defending against 
and disposing of the asbestos Property damage and 
personal injury cases and claims then pending. In the 
fourth quarter of 1995, Grace determined that it had 
adequate experience to reasonably estimate the costs 
of defending against and disposing of asbestos personal 
injury claims to be filed d uring the three-year period 
1996-1998 and recorded a noncash charge of $260.0 


($169.0 after-tax), primarily to reflect such anticipated 


filings. Based on certain developments during 1996, 
Grace determined in the 1996 fourth quarter that it 
had adequate experience to reasonably estimate the 


costs of defending against and disposing of asbestos 


personal injury claims to be filed during the fiy e-year 
period 1997-2001 and recorded a noncash charge 
of $348.4 ($226.4 afte 1x), primarily to reflect such 
anticipated filings. The 1996 Provision also reflects 


increases in the estimated costs of defending against 


and disposing of personal injury claims pending at 


year-end 1996, and the 1995 Provision also reflects 
increases in the estimated costs of defending against 
and disposing of certain Property damage cases 
pending at year-end 1995 and personal injury claims 


filed during 1995, However, as discussed above, these 


estimates are not necessarily indicative of 


Based on the factors discussed above, Gra 


actual costs 


ace cloes 


not believe that it can reasonably estimate the number 


and defense and disposition costs of personal injury 


claims that may be brought against Grace after 2001 


The accruals recorded for future cases and claims are 


not discounted to their present values; further, the 


actual cash payments related to future cases and claims 


are expected to continue beyond 2001 


Asbestos-Related Insurance Receivable 


Grace prev iously purchased insurance policies with 


respect to its asbestos-related lawsuits and claims. 


The following tables display the activity in Grace’s 


notes re able and asbestos-related insurance receivable 


accounts during 1996 and 1995: 
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Notes Receivable 


Notes receivable from insurance carriers, beginning of year, 


net of discount of $11.6 in 1996 (1995 — $15.0) 
Procecds from asbestos-related insurance settlements 
Current year asbestos-related insurance settlements 
Current year amortization, net 

Notes receivable from insurance carriers at year-end. 

net of discount of $7.4 (1995 — $11.6)" 

Insurance Receivable 
Asbestos-related insurance receivable, beginning of year 
Proceeds from asbestos-related insurance settlements 
Adjustments to asbestos-related insurance receivable” 
Transfers from asbestos-related insurance receivable 

to notes receivable from insurance carriers 
Other 


Asbestos-related insurance receivable, end of year 


1995, 


$118.4 

(93.3) 
19.2 
4.2 


$ 187.0 


(127.0) 


S$ 48.5 
$321.2 $512.6 


(91.2) 
119.3 


(130.3) 

(15.0) 

(19.2) (55.0) 
1.2 

$331.3 


Total amounts due from insurance carriers 


$379.8 


1 See Note 7 for classification between current portion (classified in “notes and accounts receivable, net) and noncurrent portion (classified #1 


olber assets”) in the Consolidated Balance She 


*! Reflects noncash adjustments to receivable in conjunction with increases in asbestos-related lability and lower than estimated proceeds from 


settlements with Insurance carriers caused by reduced coverage available for certain years. See discussion belon 


Notes receivable from insurance carriers 
represent amounts due from insurance carriers in 
reimbursement for amounts previously paid by Grace 
in defending and disposing of asbestos cases and 
claims; payments under these notes will be received 
through 2001. These notes do not bear stated interest 
rates and, therefore, have been discounted using a 


Weighted average interest rate of 6.7% (which Grace 
estimates as its borrowing rate for the terms of the 
notes). Installments due in 1997 are classified as 
“current” in the Consolidated Balance Sheet 

The asbestos-related insurance receivable at 
December 31, 1996 predominantly represents amounts 
expected to be received from carriers under settlement 
agreements in reimbursement for defense and disposition 
costs to be paid by Grace in the future in connection 
with property damage and personal injury cases and 
claims pending at year-end 1996 and personal injury 
claims expected to be filed through 2001 (through 1998 
as Of December 31, 1995). 

In the fourth quarter of 1996, Grace recorded 
a noncash pretax benefit of $119.3 ($77.5 after-tax), 
primarily representing the additional insurance 
proceeds Grace expects to receive in reimbursement 
for the cash outflows associated with personal injury 
claims expected to be filed against Grace through 2001 

As a result of fourth quarter 1995 insurance 
settlements and a reassessment of its insurance receiv- 


able. Grace recorded a noncash net pretax charge 


of $15.0 (59.7 after-tax) during the fourth quarter of 1995, 
This charge reflected a reduction in the receivable, 
primarily due to lower than estimated proceeds from 
settiements with insurance carriers (caused by the 
reduced coverage available for certain years) and a 
discount on notes receivable received in connection 


with prior settlements, partially offset by an increase 


in expected future reimbursements of costs to defend 


against and dispose of property damage cases pending 
at year-end 1995 and personal injury claims to be filed 
through 1998 

Certain of Grace's insurance carriers have 
become insolvent. From time to time, Grace has been 
successful in collecting funds from insolvent carrie 
However, since recovery from these carriers is not 


probable, Grace has not accrued a related receivable. 


Insurance Litigation 

Grace has settled with and been paid by its primary 
insurance carriers with respect to both property damage 
and personal injury cases and claims. With one minor 
exception, Grace has also settled with its excess 
insurance carriers that wrote policies available for 
property damage cases; those settlements involve 
amounts paid and to be paid to Grace. In addition, 
Grace has settled with many excess insurance carriers 
that wrote policies available for personal injury claims. 
Grace is currently in litigation with certain remaining 


excess insurance carriers whose policies generally 


represent layers of coy erage Grace has not yet reached 
and, therefore, are not reflected in the asbestos-related 
insurance receivable referred to abc ve. Such policies 

are believed by Grace to be available for asbestos-related 


personal injury lawsuits 


Insurance cc overage for 
asbestos-related liabilities has not been commercially 
available since 1985, 

In September 1993 the US. Court of Appeals 


uit ruled that, under New York law 


for the Second 
(which governs a significant portion of the policies that 
provide Grace’s asbestos-related insurance coverage), 
coverage for asbestos prc »perty damage cases is triggered 
based on the date of installatic on Of asbestos. containing 
materials, This decision was initially reversed in the 
fourth quarter of 1993 but subsequently confirmed in 
the second quarter of 1994, As a result of this decision 
(which had the effect Of reducing the amount of 


insurance cove 


ge available to Grace with respect 


to asbestos lawsuits) Grace recorded a noncash pretax 
charge of $316.0 ($200.0 after-tax) in the second 
quarter of 1994, 

Grace's ultimate exposure with respect to its 
asbestos-related cases and claims will depend on the 
extent to which its Insurance will cover damages for 
which it may be held liable, amounts paid in settlement 
and litigation costs, In Grace's opinion, it is probable 
that recoveries from its insurance carriers (inc luding 
amounts reflected in the receivable discussed above) 


along with other funds, will be available to satisfy the 


roperty damage and 2ersonal injury cases and claims 
f 


pending at December 31, 1996, as well as personal 
injury claims xpected to be filed in the foreseeable 
future. Consequently, Grace believes that the resolution 
Of its asbestos-related litigation will not have a material 


adverse effect on its consolidated financial Position 


3. ACQUISITIONS AND DIVESTMENTS 
Acquisitions 
During 1996, Grace acquired a manufacturer of flexible 


packaging, a producer of can coatings and closure 


sealants for the rigid container industry, and kidney 
dialysis centers purchased by NMC prior to disposition, 
for a total of $122.1 in cash, In 1995, Grace made 
acquisitions totaling $260.8, all of which involved 

cash purchases of kidney dialysis centers and medical 
imaging facilities by NMC. Acquisitions in the first 
quarter of 1995, prior to the classification of NMC as 
a discontinued operation (see Note 6), totaled $41.1 
Acquisitions by NMC after the first quarter of 1995 

are presented as an investing activity and are included 
In net Investing activities of disc ‘ontinued operations 
in the Consolidated Statement of Cash Flows for 1996 


and 1995 


In 1994, Grace made acquisitions totaling $351.7, 


Primarily in health care These include the purchases of 


Home Nutritional Services, Inc. for $131.8 in cash and 
kidney dialysis centers and other health care businesses 
for an aggregate of $145.3 in cash 1994 acquisitions 
also includec construction chemicals businesses and 


a European flexible packaging business 


Divestments 


During 1996, Grace completed divestments for gross 


Proceeds totaling $5,394.0 (inclusive of debt assumed 
by buyers), In addition to the disposition of NMC 

(see Notes 1 and 6), Grace sold its water treatment and 
Process chemicals business to Betz Laboratories, Inc 

for cash proceeds of $636.4 (subject to adjustment), 

the final $100.0 of which was paid in January 1997, 
plus the assumption of certain liabilities Sales and 
revenues of the water treatment and process chemi als 
business for the six months ended June 30, 1996 and 
for the years ended December 31, 1995 and 1994 were 


$201, 


$398.5 and $363 f, respectively; its financial 
position and results of Operations were not Significant 


for those periods. The divestment of this business and 


e's biopesticides business resulted in a pretax gain 


of $326.4, and an after-tax gain of $210,1 (4 per 

common share), in continuing operations, In 1996 

Grace also divested its worldw ide separations science 

business (Amicon) and the transgenic plant business 

of its Agracetus subsidiary. These businesses had 

Previously been classified as discontinued Operations. 
In 1995, Grace realized 8ross proceeds of 

$58.8 (inclusive of debt assumed by the buyers) from 

divestments, including payments received in connection 

with divestments completed in prior years, The operations 


divested consisted Of three small units of ice’s 


construction products business, the c¢ »Mposite materials 
business, Grace's tansportation services business and 


various investments 


In 1994, Grace realize gross proceeds of 

$046.2 (inclusive of debt assumed by the buyers) from 
divestments, inc luding payments received in connection 
with divestments completed in prior years, Substantially 
all of the businesses divested during 1994 had previously 


been classified as discontinued Operations, Divestment 


Proceeds in 1994 included § 12.8 received for Grace's 
remaining interest in The Restaurant Enterprises Group, 
Inc. (REG). 


See Note 6 for a discussion of divestment activity 


ited to discontinued ope 


ions 
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4, RESTRUCTURING COSTS AND ASSET IMPAIRMENTS 
Restructuring Costs 

Grace recorded restructuring charges of $75.4 in 

1996 and $129.8 in 1995 ($49.0 and $85.1 after-tax, 
respectively). Grace began implementing a worldwide 
program in 1995 to streamline processes and reduce 
general and administrative expenses, factory adminis- 
tration costs and noncore corporate research and 
development expenses. Under this program, Grace 

has implemented, and expects to further implement, 
additional cost reductions and efficiency improvements, 
as it further evaluates and reengineers its operations. 


In connection with these actions, Grace recorded 


Employee 

Termination 

Benefits 

Restructuring provisions recorded in 1995 $ 74.3 

Cash payments during 1995 (13.0) 
Noncash activity - 


Restructuring reserve at December 31, 1995 $61.3 


Restructuring provisions recorded in 1996 69.3 


Cash payments during 1996 (57.8) 


Noncash activity 


Restructuring reserve at December 31, 1996 


Employee termination benefits primarily represent 
severance pay and other benefits (including benefits 
under long-term incentive programs paid over time) 
associated with the elimination of approximately 
1,300 positions worldwide, with more than 60% of 
the eliminated positions coming from worldwide 
corporate staff functions and the restructuring of 
Grace’s worldwide packaging operations. Through 
December 31, 1996, approximately 800 positions had 


been eliminated worldwide 


Asset Impairments 

During 1996 and 1995, Grace determined that, due 

to various events and changes in circumstances 
(including the worldwide restructuring programs 
described above), certain long-lived assets and related 
goodwill were impaired. As a result, in the fourth 
quarters of 1996 and 1995, Grace recorded noncash 
pretax charges of $32.1 and $39.2, respectively 

($20.9 and $26.6 after-tax, respectively), the majority 
of which related to assets that will continue to be held 
and used in Grace's packaging and specialty chemicals 
businesses. The components of the 1996 and 1995 
charges were (a) goodwill and other intangibles 


of $11.1 and $4.7, respectively; (b) properties and 


pretax charges of $53.7 and $21.7 in the second and 
fourth quarters of 1996, respectively. These charges 
primarily relate to headcount reductions, the restructuring 
of Grace's European packaging operations (in areas 
such as working capital management, manufacturing 
and sales) and the further restructuring of Grace's 
corporate research activities, certain of which are now 
conducted at product line facilities. 

The components of the 1996 and 1995 restructuring 
charges, spending and other activity during 1995 and 
1996, and the remaining reserve balances at December 


31, 1996, were as follows: 


Asset 
Write-downs 


Plant/Office 


Closures Other Costs 


$ 18.6 


$18.9 


(16.0) 


equipment of $9.0 and $20.0, respectively; (c) long- 
term investments of $6.7 and $8.6, respectively; and 
(d) other assets of $5.3 and $5.9, respectively. Grace 
determined the amounts of the charges based on 
various Valuation techniques, including discounted 
cash flow, replacement cost and net realizable value 
for assets to be disposed of, as prescribed by SFAS 
No. 121. 


5. INCOME TAXES 
Grace applies SFAS No. 109, “Accounting for Income 
Taxes,” which specifies an asset and liability approach 
requiring the recognition of deferred tax assets and 
liabilities with respect to the expected future tax 
consequences of events that have been recorded in 
the Consolidated Financial Statements and tax returns. 
If it is more likely than not that all or a portion of 
deterred tax assets will not be realized, a valuation 
allowance is provided against such deferred tax assets. 
The components of income/(loss) from continuing 
operations before income taxes and the related provision 


for/(benefit from) income taxes are as follows: 


Continuing Operations 
Income/(loss) from continuing operations before income taxes: 
Domestic 


Foreign 


ee 


Provision for/(benefit from) income taxes: 
Federal — current 


Federal — deferred 


State and local — current 
Foreign — current 
Foreign — deferred 


-_— 


The components of income/(loss) from consolidated 
operations before income taxes and the related provision 


for/(benefit from) income taxes are as follows: 


Consolidated Operations 
Income/(loss) from consolidated Operations before income taxes: 
Domestic 


Foreign 


i 


Provision for/(benefit from) income taxes: 


Federal — current 
Federal — deferred 
State and local — current 


Foreign — current 


Foreign — deferred 


ee 


At Dec 


and liabilities consisted of the following items: 


mber 31, 1996 and 1995, deferred tax assets 


Net Deferred Tax Assets 
Provision relating to asbestos-related expenses, net 
Reserves not yet deductible for tax purposes 
Research and development expenses 
Postretirement benefits other than pensions 
State deferred taxes 
Foreign net operating loss carryforwards 
Pension and insurance reserves 
Tax credit carryforwards 
Capitalized inventory costs and inventory reserves 
Other 
Total deferred tax assets 
Depreciation and amortization 
Prepaid pension cost 
Other 


Total deferred tax liabilities 


Valuation allowance for deferred tax assets 


Net deferred tax assets 


1996 


$101.5 
247.1 
$348.6 


1996 


$2,847.1 
259.4 
$3,106.5 


1996 
$240.4 
167.8 
102.7 


1995 


$(401.1) 


117.0 


61.4 


(50.9) 


$104.5) 


1995 


$(480.5) 


$ 105.6 
(226.3) 
21.7 
68.5 
(1.4) 


$3 (81.9) 


1995 


$219.4 


1994 
$174.4) 
96.7 

$ (77.7) 
$ (77.2) 
(7.2) 
2.3 
14.6 


1994 
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The valuation allowance shown above arises 
from uncertainty as to the realization of certain deferred 
tax assets, primarily state and local net operating loss 
carryforwards and net deferred tax assets. Tax planning 
strategies during 1996 enabled Grace to reverse the 
valuation allowance on tax credit carryforwards during 
the year. Based upon anticipated future results, Grace 
has concluded that it is more likely than not that the 


remaining balance of the net deferred tax 


U.S. federal corporate tax rate 
Increase/(decrease) in tax rate resulting from: 
Nontaxable income/nondeductible expenses 


Basis difference on sale of investment 


assets, after consideration of the valuation allowance, 
will be realized. 

At December 31, 1996, there were $31.9 of tax 
credit carryforwards with expiration dates through 
2001. Additionally, there were foreign net operating 
loss carryforwards with a tax benefit of $37.0 having 
various expiration dates. 

The USS. federal corporate tax rate reconciles 
to the effective tax rate for continuing operations 


as follows: 


1995, 1994 


GB5.0% (35.00% 


(A) 


U.S, state and local income taxes, net of U.S. federal income tax benefit 


U.S. and foreign taxes on foreign operations 
General business credits 

Valuation allowance for deferred tax assets 
Other, net 


Effective tax rate 


U.S. state and local and foreign taxes have not 
been provided on approximately $236.4 of undistributed 
earnings of certain foreign subsidiaries, as such earnings 
are expected to be retained indefinitely by such 
subsidiaries for reinvestment. The distribution of these 
earnings would result in additional foreign withholding 
taxes of approximately $22.5 and additional U.S. federal 
income taxes to the extent they are not offset by 
foreign tax credits. It is not practicable to estimate 
the total tax liability that would be incurred upon 


such a distribution. 


6. DISCONTINUED OPERATIONS 
Health Care 

NMC 

As discussed in Note 1, Grace New York completed 
the distribution of the Company’s common stock «and 
the combination of NMC with the worldwide dialysis 
business of Fresenius in September 1996. Prior to the 
completion of these transactions, Grace received a 
tax-free distribution from NMC of approximately $2,300 
(consisting of cash and the assumption of debt). As 
part of these transactions, for each Grace New York 
common share outstanding at the close of trading on 


September 27, 1996, Grace New York shareholders 


(9.1) 
(14.4) = 
38 (6) 


(460.8)% 


(54.8)% 


received one share of a new class of Grace New York 
preferred stock and 1.04909 American Depositary 
Shares (ADS), each representing one-third of an ordinary 
share of FMC (which ADSs collectively represent 
approximately 44.8% of FMC’s common equity). 

The distribution of approximately $2,300, 

along with the 44.8% common equity interest in FMC, 
valued at approximately $2,200 (based upon the 


number of ADSs and their initial price per share on 


September 30, 1996), resulted in a transaction valued 


at approximately $4,500. That amount, less Grace 


New York’s investment in NMC and transaction costs, 


resulted in a tax-free gain to Grace of approximately 
$2,500, in discontinued operations. The 44.8% common 
equity interest in FMC is reflected as a dividend of 
approximately $2,200 within the Consolidated 
Statement of Shareholders’ Equity. 

In connection with these transactions, NMC 
borrowed approximately $2,500 under a stand-alone 
credit agreement, primarily to fund the distribution to 
Grace. Grace guaranteed $950.0 of this borrowing, but 
the guarantee was released as to $800.0 in November 
1996 and the balance in December 1996. 

Under the terms of the transactions, NMC will 
remain responsible for all liabilities, if any, resulting 
from the previously reported investigation by the Office 
of the Inspector General (OIG) of the U.S. Department 


of Health and Human Services and certain related 


matters. In July 1996, an agreement was entered into 
with the U.S. government under which, subject to 
certain conditions and limitations, (a) FMC and Grace 
New York guaranteed the payment of the obligations, 
if any, of NMC to the U.S. government in respect of the 
OIG investigation and another proceeding; (b) Grace 
guaranteed the obligations of FMC under the foregoing 
guarantee with respect to acts and transactions that 
took place prior to the consummation of the transaction 
(but only if such obligations become due and payable 
; and (c) NMC 


delivered a standby letter of credit in the principal 


and remain uncollected for 120 da 


amount of $150.0 in favor of the U.S, government to 
Support its payment of such obligations. 

See Notes 7 and 20 to the consolidated financial 
statements included in the Prospectus, and “Business 
of Fresenius Medical Care — Regulatory and Legal 


Matters — L 


and Regulatory Proceedings — OIG 


Investigation” and “— OIG Agreements” in the Joint 


Proxy Statement-Prospectus, for additional information, 


Amicon 


On December 31, 1996, Grace completed the sale 


of Amicon, resulting in a pretax gain of $70.4 and an 


after-tax gain of $40.0 ($0.44 per common share of the 


Company). The sale price was $125.0 (inclusive of debt 
assumed), subject to a post-clc sing working capital 
adjustment; $6.5 was paid at closing and the balance 
was paid in January 1997 


Cocoa 

Grace's cocoa business was classified as a discontinued 
Operation in 1993, During the fourth quarter of 1995, 
Grace revised the divestment plan for the business, 
The revised plan focused on the improvement of 
Operating cash flow through the adoption of new 
strategies and a new global organizational structure, 
while better positioning the business for outright sale 
As a result of this revised divestment plan, Grace 
recorded an additional provision of $151.3 (net of 

an applicable tax effect of $48.7) related to the cocoa 
business and other remaining discontinued Operations. 
In December 1996, Grace announced that it had entered 


into a definitive agreement to sell the cocoa business 


to Archer-Daniels-Midland Company, As a result, in the 
fourth quarter of 1996, Grace reassessed its estimated 


loss on the divestment of the busir ind reversed 


previously recorded provisions of $31.9 (net of an 
applicable tax effect of $18.1), within income from 
discontinued operations. The divestment of the cocc ya 
business was completed in February 1997 with Grace 


receiving $470.0 (inclusive of debt assumed by the 


buyer), subject to adjustment 


Other 


In the fourth quarter of 1996, Grace classified its thermal 


and emission control systems business (TEC Systems) 


as a discontinued operation. In connection with classi- 


fying TE ystems as a discontinued operation, Grace 


recorded a provision of $4.6 (net of an applicable tax 


benefit of $2.4) related to T systems’ anticipated net 

Operating results through the expected date of divest- 

ment, as well as the loss anticipated on the divestment 
In May 1996, Grace completed the sale of the 

transgenic plant business of its Agracetus subsidiary 

to the Monsanto Company for $150.0, resulting in 


a pretax gain of $129.0 ($79.4 after-tax, or $0.86 per 


common share of the Company), Additionally, in 
March 1996, Grace sold its microwave business for 
gross proceeds of $3.9. 

In February 1995, Grace sold its composite 
materials business for gross proceeds of $3.0 During 
1994, Grace sold its battery separators business and 
a portion of its engineered materials and systems 
businesses for gross proceeds of $316.2, approximating 
prior estimates. Grace also sold its animal genetics 
and Caribbean fertilizer operations in 1994 for proceeds 
of $44.1. In 1994, Grace also sold substantially all 
of its interests in Colowyo Coal Company (Colowyo) 
for proceeds of $218.3, including $192.8 of proceeds 
from a nonrecourse financ ing secured by a portion 
of the revenues from certain long-term coal contracts. 
Grace retained a limited partnership interest in 
Colowyo, entitling it to share in the revenues from 
these coal contracts. 

These businesses were classified as discontinued 


operations in 1993 (other than T 


Systems in 1996 


and Colowyo in 1992), 


Results of Discontinued Operations 

Losses from Grace's discontinued operations (other 
than its discontinued health care operations and TEC 
Systems), subsequent to their classification as such 
were $11.6 in 1996, $45.2 in 1995 and $14.2 in 1994 
These amounts have been charged against established 
reserves as adjusted in 1996 and 1995. Results of 
Grace's discontinued operations that have not been 
charged against previously established reserves are 


as follows: 
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1994 


Health Care (through 1996 third quarter) 
$1,666.9 $2,076.8 


Income from operations before taxes’’ $ 60.3 $ 104.6 


Sales and revenues $L875.1 
Income tax provision 35.5 


Income from discontinued health care operations $ 24.8 


TEC Systems (prior to classification as a discontinued 

operation at December 31, 1996) 
Sales and revenues $ 2. 89.7 
Loss from operations before taxes 3 (10.3) 
Income tax benefit (4,0) 


Loss from discontinued TEC Systems operations ie (6.3) 


Total operating results 


Gain/(net loss) on dispositions of businesses 


118.4 


2,716.1 (200.0) 


Provision for/(benefit from) income taxes on dispositions of businesses 85.7 (48,7) 


Total income/(loss) from discontinued operations 


$2,643.9 


$ (146.3) 


1 Reflects an allocation of interest expense based on the ratio of the net assets of the health care businesses as compared to Grace's total capital 


The above operating results include interest expense allocations of $76 


For financial reporting purposes, the assets, 
liabilities, results of operations and cash flows of 
Grace Cocoa Associates, L.P. (LP) are included in the 


Consolidated Financial Statements as a component 


of discontinued operations, and the outside investors’ 


former interests in LP (at December 31, 1995) are 


reflected as a minority interest in the Consolidated 


Current assets 

Properties and equipment, net 

Investments in and advances to affiliated companies 
Other assets 


Total assets 


Current liabilities 
Other liabilities 
Total liabilities 


Net assets 


$93 S and $60.4 for 1996, 1995 and 1994, respectively 


Balance Sheet. Grace purchased the minority interest 
during the fourth quarter of 1996 in anticipation of 
the sale of the cocoa business 

The net assets of Grace’s remaining discontinued 
operations (excluding intercompany assets) at 


December 31, 1996 are as follows: 


Cocoa Other 
$312.3 : $360.5 
207.2 
12.1 
65.1 
$644.9 


$262.8 

84.7 
$347.5 
$297.4 


—— eS 


7, OTHER BALANCE SHEET ITEMS 


1996 1995 


Notes and Accounts Receivable, net 


Trade receivables, less allow ances of $11.3 (1995 _ $12.8) $501.7 


Notes receivable from dispositions of businesses 215.6 


Asbestos-related insurance receivable — current 35.0 


Notes receivable from insurance carriers — current, net of discounts of $2.5 (1995 — ¢ 1.3) t7.2 62.0 
Other receiv ables, less allowances of $.2 (1995 — ¢ 7) 61.9 16,3 
$831.4 $596.8 
— 
Inventories 
Raw and Packaging materials $100.9 $137.1 
In process 67.6 78.0 
Finished products 179.0 248.6 
General merc handise 73.4 76.6 
Less: Adjustment of Certain inventories to a last-in first-out (LIFO) basis (44.8) (48,4 
$491.9 
— 
Other Assets 
Prepaid pension , ‘osts $245.8 
Long-term receivables, less allowances of $ 42.7 (1995 — $24.7) 146.5 
Deferred char, 106.9 
Long-term Investments 69.4 
Notes receivable from insurance carriers — noncurrent net of discounts of $4.9 ( 1995 — $7.3) 56.4 
Patents and licenses 34.0 


Investments in and advances to affiliated companies 


Other 

In 1995, Grace entered into agreements to sell required to repurchase any of the trade rec eivables 
UP to $300.0 of interests in designated Pools of trade in the pools. The cx sts related to such sales were 
receivables ($180.0 pertaining to N) At December expensed as incurred and recorded as interest expense 
31, 1995, $295 8 had been received pursuant to such and related financing Costs. There were no gains or 
sales ($179.8 pertaining to NMC): these amounts ere losses on these transactions, These agreements were 
reflected as reduc tions to trade accounts receivable, terminated as to Grace in connec tion with the NMC 
Under the terms of these ; sreements, new Interests transaction discussed in Note 6, 
in trade receivables were sold as collections reduced Inventories valued at LIFO cost cx omprised 
Previously sold trade receivables, While only interests 26.6% and 21.6% Of total inventories at December 
in designated Pools of trade receivables were sold, 1996 and 1995, respectively, The liquidation of Prior 
the entire designated pools were available as the sole years’ LIFO inventory layers in 1996, 1995 and 1994 
recourse with respect to the interests sold, There did not materially affect the Cost of goods sold in 
was no further recourse to Grace, nor was Grace any of these years 

42, 43 


W. R. GRACE & Co. 


8. PROPERTIES AND EQUIPMENT 


Land 
Buildings 
Machinery, equipment and other 
Projects under construction 
Properties and equipment, gross 
Accumulated depreciation and amortization 


Properties and equipment. net 


Interest costs are incurred in connection with 
the financing of certain assets prior to placing them 
in service. Interest costs capitalized in 1996, 1995 and 
1994 were $23.5, $21.3 and $9.4, respectively 


Depreciation and lease amortization expense 


relating to properties and equipment amounted 


At December 31, 1996, minimum future payments for operating 
1997 

1998 

1999 

2000 

2001 

Later years 


| minimum Icase pityments 


1996 1995 
51.5 
622.6 
2,088.1 
545.7 
3,307.9 

(1,436.6) 

$ 1,871.3 


to $179.7, $179.5 and $157.9 in 1996, 1995 and 
1994, respectively 

Grace's rental expense for operating leases 
amounted to $25.6, $25.7 and $28.8 in 1996, 1995 
and 1994, respectively. See Note 11 for information 


regarding contingent rentals. 


$116.7 


$$ —————_ 


The above minimum lease payments reflect 


anticipated sublease income of $12.3 per year for 1997 


through 2001 and a total of $17.5 in later years 


9. DEBT 


1996 1995 


Short-Term Debt 


Bank borrowings (6.1% and 6 2% weighted average interest rates 


at year-end 1996 and 1995, respectively) $ 295. 
Current maturities of long-term debt 22.2 
Other short-term borrowings 20.8 


Lon 


Commercial paper (5.8% and 6 Weighted average interest rates 


at year-end 1996 and 1995. respectively) 


Bank borrow hted average interest rates 


85 (6.1% and 6.2% we 


at year-end 1996 and 1995 respectively) 


2 304.3 
8.0% Notes Due 2004 276.0 300.0 


» Notes.Due 2000 248.7 287.0 


@ Notes Due 2002 119.0 131.0 
Term Loan Agreement (6.3% weighted average interest rate 

at year-end 1996 and 1995) 30.0 
Medium-Term Notes, Series A (6.9% Weighted average interest rate 


tt year-end 1996 and 1995) 


Sundry indebtedness with various maturities through 2002 


Less current maturities of long-term debt 


Full-year weighted iverage interest rate on total debt 


Under bank re credit agreements in effect at year-end 


prime. federal funds and/or Eurodollar rate 


that a 


extended, and $350.0 is available under a lon term facil 


paper and bank borrowings, 


Wt December 31, 1996, the age 


Grace's ability 


ow under its existing fac 


Of total debt to total ¢ lization and in 


and otber r 


Represents borr: under varion 


8 Of cre 


During the third quarter of 1994, Grace sold $300.0 of & or tes ¢ 


During the first quarter 93, Grace sold at par $300.0 of 7.4% notes due 20¢ 


Interest on alll three series of notes is payable semiannually, an 


*/rom time to time in response to unsolicited offers 


3 the second quarter of 1995. ¢ ed into a three-year k 


vide 


ilerest at a Eurodollar floating rate, payable « miannually. Grace's t 


rom the NMC transaction discussed in Note 6, and th agreement was t 


The Medium-Term Notes (MINs) bear 


Jixed-rate MTN is payable semiannua 


Computation includes interest expense 


Scheduled maturities of long-term debt outstand otal interest expense and financ ing costs 


ing at December 31, 1996 are: 1997 — $105.5; 1998 — including amounts allocated to discontinued operations 
39.0; 1999 — $350 5: 2000 — $316.9; 2001 — § 5: and were $147.9 for 1996, 5164.8 for 1995 and $109.9 for 


thereafter — $396.1 Payment of a majority of Grace's 1994. Including amounts allocated to discontinued 


borrowings may be accelerated, and its principal Operations, interest payments made in 1996, 1995 and 


borrowing tgreements terminated, upon the ocx urrence 1994, excluding related financing costs, amounted to 


of a default under other Grace bx rrowings $154.4, $183.1 and $101.8 respectively 
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10. FINANCIAL INSTRUMENTS 
Debt and Interest Rate Swap Agreements 
Grace's debt and interest rate management objective 
is to reduce the cost of borrowing over the long term. 
This debt management strategy emphasizes maintaining 
borrowing liquidity by developing and maintaining 
access to a variety of long-term and short-term capital 
markets. Grace's interest rate profile is managed 
separately by using interest rate swap agreements to 
modify the rate profile of the underlying debt. Most 
of Grace's interest rate swap agreements currently 
have the effect of converting fixed-rate term debt into 
variable-rate debt based on LIBOR, Grace enters into 
only standard swap agreements that have readily 
quantifiable impacts on interest cost and are character- 
ized by broad market liquidity. The maturities and 
nowional amounts of interest rate swap agreements 
generally match the underlying debt, resulting in 
changes in the fair value of these interest rate swap 
agreements being substantially offset by changes 
in the fair value of the debt. Grace does not use 
derivative financial instruments (interest rate or foreign 
currency) for trading purposes and is not a party to 
leveraged instruments 

At December 31, 1996 and 1995, the notional 
amounts of interest rate swap agreements that convert 
fixed-rate debt to variable-rate were $505.5 and 
$1,157.5, respectively, and the notional amounts of 
interest rate swap agreements that convert variable-rate 
debt to fixed-rate were $36.0 and $626.0, respectively. 
Notional amounts are used in calculating the amounts 
paid or received under interest rate swap agreements 
but do not represent assets or liabilities of Grace or 
provide a meaningful estimate of risk 

During 1996 and 1995, Grace realized negative 
cash flows from interest rate swap agreements of 
$13.5 and $16.5, respectively. In addition, interest 
expense was reduced by $8.9 and $11.1 in 1996 and 
1995, respectively, due to the amortization of deferred 
gains on interest rate agreements. Unamortized net 
gains as of December 31, 1996 and 1995 were 


$22.8 and $31.7, respectively 


Fair Value of Interest Rate Swap Agreements, 


Debt and Other Financial Instruments 

At December 31, 1996 and 1995, Grace would have 
been required to pay net amounts of $34.7 and 

$32.5, respectively, to terminate its interest rate swap 
agreements. At those dates, the fair values of Grace's 
long-term debt were $1,207.1 and $1,401.1, respectively, 
(as compared to recorded values of $1,178.5 and 
$1,317.7, respectively). Fair value is determined 

based on expected future cash flows (discounted at 
market interest rates), quotes from financial institutions 
and other appropriate valuation methodologies. At 
December 31, 1996 and 1995, the recorded values 

of other financial inswuments such as cash, short-term 
investments, trade receivables and payables and 
short-term debt approximated their fair values, based 
on the short-term maturities and floating rate character- 


’s of these instruments 


Foreign Currency Contracts 

Grace conducts business in a wide variety of currencies 
and consequently enters into foreign exchange forward 
and option contracts to manage its exposure to fluctua- 
tions in foreign currency exchange rates. These contracts 
generally involve the exchange of one currency for 
another at a future date. At December 31, 1996 and 
1995, Grace had notional amounts of approximately 
$50.2 and $45.5, respectively, in contracts to buy or 


sell foreign currencies in the future 


Credit Risk 

Grace is exposed to credit risk to the extent of potential 
nonperformance by counterparties to financial instru- 
ments, The counterparties to Grace's interest rate swap 
agreements and foreign exchange contracts comprise 

a diversified group of major financial institutions, all 

of which are rated investment grade. Credit risk is 
further reduced by bilateral netting agreements between 
Grace and its counterparties. At December 31, 1996, 
Grace's credit exposure was not significant and 

was limited to the fair values of these instruments; 
Grace believes the risk of incurring losses due to 


credit risk is remote. 


Market Risk 

Exposure to market tisk on financial instruments results 
from fluctuations in interest and currency rates during 
the periods in which the contracts are Outstanding. 

The mark-t ~market valuations Of interest rate and 
foreign exc hange agreements and ass ciated underlying 
€xposures are closely mi nitored at all times Grace 


Uses portfolio Sensitivities and stress fests to monitor 


tisk. Overall financial Strategies and the effects of using 


derivatives are reviewed periodically 


11, COMMITMENTS AND CONTINGENT LIABILITIES 
Environmental 

Grace is subject to loss contingencies resulting from 
environmental laws and regulations, Grace accrues 

for anticipated Costs associated with investigatory and 
remediation efforts w here an assessment has indicated 
that a loss is Probable and can be reasonably estimated 
These accruals do not take Into account any discounting 
for the time value of money At December 31, 1996, 
Grace's liability fi r environmental iny estigatory and 
remediation costs related to continuing and discontinued 
operations totaled $256 #, aS Compared to $280.3 at 


December 31, 1995 These amounts reflect provisions 
of $77.0 ($50.0 after-tax) recorded in the fourth 
quarter of 1995 and $40,0 ($26.0 after-tax) re, orded 
in the first quarter of 1994, which are reflected in the 
Consolidated Statement of Operations as Part of cost 
of goods sold and operating expenses. The 1995 
Provision related Principally to increased Cost estimates 
associated with five former manufac turing sites. Grace 
IS in litigatic M with certain excess insurance Carriers 
regarding the applicability of the Cartiers’ policies to 
environmental remediation Costs; given the uncertainties 
inherent in this litigation Grace has not recorded a 
receivable with respect to such insuranc € coverage 
(expect in one instance where a settlement with a 
carrier has been reached) 

Grace made cash Payments of $20.3 in 1996 
$31.3 in 1995 and $30.8 in 1994 to remediate environ- 
mentally impaired sites. These amounts have been 
charged against previously established reserves, Grace’s 
environmental liabilities are reassessed whenever 
circumstances become better defined and/or remediatic mn 
efforts and their costs can be better estimated. These 
liabilities are currently evaluated quarterly, based 
on available information including the Progress of 


remedial iny estigation at each site, the current status 


of discussions with regulatory authorities regarding 


the method and extent of remediation at each site 
and the Apportionment of costs among potentially 


responsible parties, As Some of these issues are 


decided (the outcomes of which are subject to 
uncertainties) and/or NEw sites are assessed and costs 
can be reasonably estimated, Grace will continue 

to review and analyze the need for adjustments to 
the recorded accruals. Howey er, Grace believes that 


it is adequately reserved for all probable and estimable 


environmental exposures. Grace's classification of its 
environmental reserves between current and noncurrent 
liabilities is msidered @ppropriate in relation to expected 


future cash outlays, 


Contingent Rentals 
Grace is the named tenant or guarantor with respect 
to leases entered into by previously divested businesses, 


These leases, some of which extend through the year 


2017, have future minimum lease Payments aggre; ating 
$203.1, offset by $201.8 of anticipated future minimum 
rental income from existing tenants and subtenants. 

In addition, Grace is liable for other expenses 
(primarily Property taxes) relating to the above leases; 
these expenses are paid by tenants and subtenants, 

Grace believes that the risk Of significant loss from 
these lease Obligations is remote. However. a Significant 
Portion of the rental income and other expenses is 
Payable by tenants and subtenants that have filed for 
bankruptey Protection or are otherwise experiencing 
financial difficulties Further, Grace may incur losses 

aS a result of unforeseen developments that cannot 


be reasonably estimated 


12. MINORITY INTEREST 

Minority interest in the Consolidated Financial Statements 
as of December 31, 1995 consisted of a limited Partner 
ship interest in LP (see Note 6) Four Grace entities 
Served as general Partners of LP, and its sole limited 
Partner acquired its interest in exchange for a 5300.0 
cash capital contribution ($297.9 Of which was funded 
by outside investors). In November 1996, Grace 
Purchased the limited Partnership interest, For financial 
reporting purposes, the assets, liabilities, results of 
©perations and cash flows of LP were included in 
Grace's Cons¢ dlidated Financial Statements as a cx 2mMponent 
of discontinued Operations and the limited Partnership 
interest was reflected as a munority interest, At 
December 31, 1995, the assets of LP consisted of Grace's 
worldwide cocoa business and long-term n¢ ates and 
demand notes due from or Suaranteed by Grace. Grace 


sold its cocoa business in February 1997 
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13. SHAREHOLDERS’ EQUITY 

Under its Certificate of Incorporation, the Company 
is authorized to issue 300,000,000 shares Of common 
stock, $.01 par value. Of the common stock unissued 
at December 31, 1996, approximately 13,190,000 
shares were reserved for issuance pursuant to stock 
options and other stock incentives. The Certificate 

of Incorporation also authorizes 53,000,000 shares of 
preferred stock, $.0) par value, none of which has 
been issued. 3,000,000 of such shares have been 
designated Series A Junior Participating Preferred Stock 


and are reserved for issuance in connection with the 


Company's Preferred Stock Purchase Rights (Rights). 


A Right trades together with cach outstanding share 
of common stock and entitles the holder to purchase 
one hundredth of a share of Series A Junior Participating 
Preferred Stock under certain circumstances and subject 
to certain conditions. The Rights are not and will not 
become exercisable unless and until certain events occur, 
and at no time will the Rights have any voting power. 
Grace New York initiated a share repurchase 
program in April 1996, Through September 27, 1996, 
Grace New York acquired 9,864,800 shares of its 
common stock under this program for $727.1. or 
an average price of approximately 5 


25, 


0 per share 
From September 1996 (see Note 1) through 


December 31, 1996, the Company acquired 11,193,700 


Average 
Exercise 


Number 
of Shares 


8,833,450 
1,009,818 
9,843,208 
(3,331,555) 
(371,947) 
6,139,766 


Balance at beginning of year, as adjusted 


Options granted 


Options exercised 
Options terminated or canceled 


Balance at end of year, as adjusted 


$26.06 


shares of its common stock for $592.2, or an average 
purchase price of $52.90 per share. Prior to year-end 
1996, the Company retired substantially all of these 
shares of treasury stock using the cost method. 
The weighted average number of shares of common 
stock outstanding during 1996 was 91,976,000 
(1995 — 95.822.000; 1994 — 93,936,000). 

Dividends paid on the Grace New York preferred 
stocks issued and outstanding prior to the NMC 
transaction, as discussed in Notes | and 6, amounted 


to $4 in 1996 and $.5 in each of 1995 and 1994. 


14, STOCK INCENTIVE PLANS 

Each stock option granted under the Company's stock 
incentive plans has an exercise price equal to the 
fair market value of the Company’s common stock 
on the date of grant. Options become exercisable at 
the time or times determined by the Compensation 
Committee of the Company's Board of Directors and 
may have terms of up to ten years and one month, 
In connection with the transactions described in 
Notes 1 and 6, the number of shares covered by 
outstanding options and the exercise prices of such 
options were adjusted to preserve their economic 
value. The following table sets forth information 


relating to such options, as so adjusted: 


1995 1994 


Average 
Exercise 


Price 


Average 
Number Exercise 


of Shares 


Number 


Price of Shares 


11,819,009 $24.53 10,813,635 


51.47 2,045,693 30.05 2,109,692 


14,404,702 12,923,327 
24.56 24.67 
28.21 


30.92 


(5.513.119) (941,504) 


(118,133) 27.23 (162,814) 
8.833.450 


26.00 


11,819,009 


At December 31, 1996, options Covering Board Opinion No 
3,994,828 shares (1995 _ 6,477,637; 1994 


~ 8,746,414) to Employees,” and does not recognize compensation 


were exercisable and 6,975,000 shares (1995 — 2,970,186; expense for its st¢ ck-based ing entive plans, Had 

1994 5,506,863) were available for additic nal grants compensation Cost for the C Mpany’s stock based 
Currently Outstanding Options expire on Various dates incentive compensation plans been determined based 
through October 2006, On the fair Value at the Stant dates for awards under 


The Ce 2Mpany has adopted SEAS No, 1 


fe those plans consistent with the methodok *8Y Prescribed 
“Accounting for Stock-Based Compensati¢ n.” AS permit- by SEAS No. 123, the C *Mpany’s net inex ome and 


ted by SEAS No 123, the Ci -Mpany continues to follow arnings per share for 1996 and 1995 would have been 


the measurement Provisions of Acec uNting Principles reduced to the bro forma amounts indicated below 


1996 1995 


Net income (loss), 


AS reported 5(325.9) 
Pro forma $(334,3) 
Earnings/(loss) pet share 
As reported $ (3.40) 
Pro forma 3 (3.49) 
These Pro forma amounts may not be indicative date of Srant using the Black-Scholes option pricing 
Of future Pro forma income and earnings per share model, with the following hist; rical Weighted average 
The fair value Of each Option is estimated on the assumptions applied to stants in 1996 and 1995 
1996 1995 
Dividend yields 3% 
Expected Volatility 25% 
Risk-free Interest rates ™M% 
Expected life (in years) 1 
— 


Based upon the above assumptions, the wei average salary and years of service Grace funds its U.S. 

‘verage fair value Of options Stanted during 1996 and Pension plans in accordance with U.S. federal laws and 

1995 was $1 4,00 and $7.00, respectively, regulations, Non-| 5. pension plans are funded under 
4 Variety of Methods as required under differing local 


laws and Customs and, therefore cannot be summarized 


15. PENSION PLANS \pproximately 00% of U.S, and m n-U.S. plan assets 
Grace Maintains defined benefit Pension plans covering at Dec ember 31, 1996 were common stocks, with the 
employees of certain units who meet age and sery ice remainder Primarily fixed-inc¢ ME Securities 


requirements Benefits are 8enerally based on final 
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Pension cost/(benefit) is comprised of the 


following components: 


Service cost on benefits earned during the year 


Interest cost on benefits earned in prior years 


Actual (return)/loss on plan assets 


Deferred loss/(gain) on plan assets 


Amortization of net loss/(gains) and prior service costs 


Net curtailment and settlement gain" 


Net pension cost/(benetiv) 


US. 

$ 15.2 

55.5 
(98.2) 

30.4 

| 
(1.3) 

Se 


Non-U.S. 
$ 10.7 
23.1 

G9.1) 
8.2 

(3) 

(2.4) 


$ 0.2 


1995 


Non-U.5. US. 


$105 


(52.0) 


$ 19.8 
21.4 16.9 
16.9 
(84.0) 


7.1) 


1904 
Non-US. 
$ 13.4 
19.3 
10.6 


1s a result of selling its water treatment and process chemicals business in 1996, Grace's US and non-US. plans recognized curtailment gains of 


$13 ane $6.3, respectively 


The funded status of these plins was as follows: 


Actuarial present value of benefit of 
Vested 

Accumulated benefit obligation 
Total projected benefit obligation 
Plan assets at fair value 


Plan assets in excess of/(less than) projected 
benefit obligation 


Unamortized net (gain)/loss at initial adoption 
Unamortized prior service cost 
Unrecognized net loss/(gain) 


Prepaid/(accrued) pension cost 


Assets Exceed 
Accumulated 


1996 


$655.4 
$659.3 
$680.8 


822.2 


141.4 
(60.4) 
34.3 
47.5 


$162.8 


Benefits 


1995 


$679.6 
$680.4 
$710.0 


795.8 


SIS1L4 


The following significant assumptions were used 


in 1996, 1995 and 1994 


Discount rate at December 31, 
Expected long-term rate of return 


Rate of compensation increase 


US. 


Accumulated 


Benefits 


Exceed Assets 


1996 


$ 55.6 
$ 55.7 
$ 57.0 


(57.0) 
4.2 
13.7 
8.9 

$(30.2) 


1996 


on-U.S. 


3.4- 8.7% 
6.0 - 10.5 
2.5 - 7.5 


1995 


$(25.9) 


Assets Exceed 


ACK 


Accumulated 


1996 


$161.8 
$162.5 
$183.2 

313.4 


130.2 
(4.7) 

4.1 
(17.3) 

$112.3 


Benefits 
1995 1996 

$1435 

$ 82.8 

$103.3 
6.1 


$133.9 
3189.4 
302.5 
113.1 (97.2) 


(6,3) 3.8 


(16.0) 15.0 


$ 044 $(78.4) 


1995 


Non-U.S. 


Si 


60 


11.6% 


10,5 


Non-US. 


umulated 
Benefits 


Exceed Assets 


1995 


(3.2) 


SO83.8) 


1994 
Non-U.S. 
5.0 - 12.0% 
6.0 - 10,5 


4.0 a 


16. OTHER POSTRETIREMENT BENEFIT PLANS 

Grace provides certain other postretirement health care 
and life insurance benefits for retired employees of 
specified U.S. units. These retiree medical and life 
insurance plans provide various levels of benefits to 
employees (depending on their dates of hire) who 
retire from Grace after age 55 with at least 10 years 

of service. The plans are currently unfunded. 


Grace applies SFAS No. 106, which requires the 
accrual method of accounting for the future costs of 
postretirement health care and life insurance benefits 
over the employees’ years of service. Grace pays the 
costs of postretirement benefits as they are incurred. 

Included in other liabilities as of December 31, 
1996 and 1995 are the following: 


_— - = 1996 1995 
Accumulated postretirement benefit obligation: 
Retirees $199.9 $209.0 
Fully eligible participants 6.4 15.2 
Active ineligible participants 7 43.7 34.4 
250.0 258.6 
Unrecognized net loss (9.9) (54.9) 
Unrecognized prior service benefit Oo a 32.8 44.3 
Accrued postretirement benefit obligation $242.9 $248.0 
Net periodic postretirement benefit cost for 
1996, 1995 and 1994 is comprised of the following 
components: 
a 7 1996 1995 1994 
Service cost $ 16 $21 
Interest cost on accumulated postretirement benefit obligation 18.3 16.2 
Amortization of net loss 2 1,2 
Amortization of prior service benefit (4.3) (4.3) 
Curtailment gain 7 = a - - 
Net periodic postretirement benefit cost 515.8 $15.2 


During 1996, Grace's retiree medical plans 
were amended to enhance benefits to retirees effective 
January 1, 1997. This amendment, including a previous 
plan amendment, decreased the accumulated postre- 
tirement benefit obligation by $32.8 at December 31, 
1996 and will be amortized over an average remaining 
future service life of approximately 10 years. 

Medical care cost trend rates were projected 
at 9.2% in 1996, declining to 6.0% through 2001 
and remaining level thereafter, An increase of one 
percentage point in each year’s assumed medical care 
cost trend rate, holding all other assumptions constant, 
would increase the annual net periodic postretirement 
benefit cost by $2.3 and the accumulated postretirement 


benefit obligation by $19.9. The discount rates 
December 31, 1996, 1995 and 1994 were 8.0%, 
7.3% and 8.5%, respectively. 


Effective January 1, 1994, Grace adopted SFAS 
No. 112, “Employers’ Accounting for Postemployment 


Benefits,” which requires accrual accounting for 
nonaccumulating postemployment benefits. Grace's 
primary postemployment obligation is for disabled 
workers’ medical benefits; these are currently 
included in accrued postretirement costs under SFAS 
No. 106. The adoption of SFAS No, 112 did not have 
a material effect on Grace's results of operations or 


financial position. 
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17. GEOGRAPHIC AREA INFORMATION 

The table below presents information related to 
Grace's continuing operations by geographic region 
for the years 1996 — 1994. 


United States Asia Latin 
and Canada = Europe — Pacific America 


Sales and revenues 1996 $1,690 $1,056 $468 $240 
1995 1,735 1,120 5 
1994 1,600 939 


Pretax operating income/(loss)'’- 1996 (33) 52 
19005 (186) 
1904 (190) 


Identifiable assets! 1996 1,963 
1995, 2,132 240 


1004 1.879 208 3,300 


Pretax operating income and identifiable assets 
are reconciled below to income/(loss) from continuing 
operations before income taxes and total assets, 
respectively, as presented in the Consolidated Statement 


of Operations and the Consolidated Balance Sheet. 


1996 1994 
Pretax operating income § $3. «Oo 
Gain on sales of businesses 
Interest expense and related financing costs 
Corporate restructuring costs and asset impairments/other activities 
Provision for corporate governance 
Gain on sale of remaining interest in REG 


Other income/(expenses), net!’ () 


Income/(oss) from continuing operations before income taxes $ (284) $ (78) 
ee —_— 


Identifiable assets’ $3,550 78 $3,300 
General corporate assets'* 1,099 815 860 
Net assets of discontinued operations 297 1,759 


Total assets: $4,946 $6,361 

© Includes (a) 1996, 1995 and 1994 pretax provisions of $220, $275 and $316, respectively, relating to asbestos-related liabilities and tisurance 
coerage (sce Note 2); and (b) 1996 and 1995 pretax charges of $00 and S87, respectively, relating to restructuring costs, asset impairments and 
other costs (see Nate a) 

” Corporate interest and financing costs and nonallocable expenses are not reflected in pretax operating icome because significant financing decisions 
ure centralized at the corporate level, Other income/Cexpense), net includes interest income relating to the settlement of prior years’ federal income tax 
returns of $7.5 and $9.8 in 1996 and 1995, respectively 
Includes asbestos-related receivables and setilements due from insurance carriers, net of discounts, of $331 and $49, respectively, in 1990; S321 
and S118, respectively, in 1995, and $313 and $187, respectively, in 1994 

© General corporate assets consist principally of deferred tax assets, prepaid pension costs and corporate receivables and investments. At December 31, 1996, 


genvral corporate assets include $215.6 of receivables from the sales of Amicon and Grace's water treatment and process chemicals business 


18. SUBSEQUENT EVENT 
In February 1997, Grace announced that it had entered subject to adjustment. The transaction is expected 
into an agreement to sell its specialty polymers business — to be completed in the second quarter of 1997. 


to National Starch and Chemical Company for $147.0, 


QUARTERLY SUMMARY AND STATISTICAL INFORMATION 


Unaudited — dollars in millions, except per share 
Quarter Ended March 31 June 30 
1996 


Sales and revenues 

Cost of goods sold and operating expenses 
Net income/(loss) 

Earnings/(loss) per share 


Net earnings/(loss) 
Dividends declared per common share 


Market price of common stock 


High 

Low 

Close 
1995 
Sales and revenues $ 830 $ 901 $ 916 $ 906 
Cost of goods sold and operating expenses 182 542 600 
Net income/(loss) ‘7 79 22 (474) 
Earnings/(loss) per share 

Net earnings/(loss) $ 50 $ 83 $ 22 $ (4.87) 
Dividends declared per common share $ .35 $ 35 $ 35 $ 125 


Market price of common stock 


High $ 345 $ 41 $ iS $ 
Low 24 33) 0) 35, 
Close 34 39) i3 38 


Principal market: New York Stock Exchange. The ronths of 1996 have been adjusted so that they are on a basis 


comparable to the stock prices following the disp 
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CAPITAL EXPENDITURES, NET FIXED ASSETS AND DEPRECIATION AND LEASE AMORTIZATION 


Dollars in millions 


Depreciation and 
Capital Expenditures’ Net Fixed Asscts Lease Amortization'~’ 


1995 1994 1995 1994 1995 1994 

Operating units $455 $327 $1,691 $1,505 $1,249 $163 $142 
General corporate 180 
Total continuing operations: 4 5 1,871 


Discontinued operations 3 - 


Total $538 $1,871 


Geographic Location 


United States and Canada 2 $200 
Europe 75 
Other areas 

Subtotal 
General corporate 

Total continuing operations 


Discontinued operations 


Total 


"” Excludes capital expenditures of discontinued operations subsequent to their classification as such. 


Certain 1995 and 1994 amounts bave been reclassified to conform to the 1996 presentation 


FINANCIAL SUMMARY” 


Dollars in millions, except per share amounts 


Statement of Operations 

Sales and revenues 

Cost of goods sold and operating expenses 
Depreciation and amortization 

Interest expense and related financing costs 
Research and development expenses 


Income/(loss) from continuing operations 


before income taxes 
Provision for/(benefit from) income taxes 
Income from continuing operations 

before special items‘ 
Income/(loss) from continuing operations 
Income/(loss) from discontinued operations“ 
Cumulative effect of accounting changes 


Net income/(loss) 


Financial Position 

Current assets 

Current liabilities 

Properties and equipment, net 
Total assets 


Total debt 


Shareholders’ equity — common stock 
Data Per Common Share 


Earnings from continuing operations 
before special items'”’ 
unings/(loss) from continuing operations 
Cumulative effect of accounting changes 
Net earnings/(loss) 
Dividends 
Book value 


Average common shares outstanding (thousands) 


Other Statistics 

Dividends paid on common stock 

Capital expenditures 

Common shareholders of record 

Common stock price range 

Number of employees — continuing 
operations (thousands) 


$3,454.1 
2,071.0 
184.4 
71.6 
93.9 


348.6 
134.8 


222.5 
213.8 
2,643.9 


2,857.7 


$1,774.9 
1,487.1 
1,871.3 
4,945.8 
1,388.2 
632.4 


$ 2.41 
2.32 
31.06 
50 

8.06 
91,976 


$ 45.6 

456.6 

17,415 
56% — 3346 


4 


1994 1993 


1992 

$3,128,5 $2,824.7 $2,985.2 
1,832.6 1,092.9 1,814.0 
164.6 153.9 164.6 
49.5 43.0 49.4 
99.6 100.8 99.5, 


(284.1) ; 44,5 91.9 
(104.5) (42.6) 16,4 84.1 


205.7 163.9 128.1 152.8 
(179.6) G35.) 28.1 77 
(146.3) 118.4 (2.1) (112.2) 
(190,0) 
(325.9) £ 26.0 (29 


$1,681.3 $ 4 177.6 
1,992.6 
1,454.1 
6,230.6 6,108.6 5,598.6 
1,529.7 1,706.1 1,819.2 
1,497.1 I 37.5, 


$2,091.4 
1,639.6 
1,730.1 1,707.9 
6,360.6 


1,933.8 


1.70 

(1.87) “ 08 
~ (2.12) 
(3.40) (3.29) 
1,175 1.40 1.40 1.40 
12.57 15,91 16,16 17.10 


95,822 93,936 91,461 89,543 


112.1 $ $ 127.9 $ 125.4 
537.6 a 309.6 398.4 
19,496 18,501 19,358 20,869 


29'%o — 23He 29 — 20% 


19.9 19.4 


() Certain prior-year amounts bave been reclassified to conform to the 1996 presentation. 


‘) Income from continuing operations before special items reconciles to income/(oss) from continuing operations as follows. 


“Income from continuing operations before special items 
Special items (after-tax): 
Gain on sales of businesses 
Restructuring casts and asset impairments/other activities 
Provisions relating to asbestos-related liabilities 
and insurance coverage 
Provision for corporate governance 
Provisions for environmental liabilities at former 
manufacturing sites 
Gain on sale of remaining interest in 


Provision relating to fumed silica plant 


Postretirement benefits prior to plan amendments 
Income/(loss) from continuing operations 


1996 
$222.5 


210.1 
(69.9) 


(148.9) 


1995 1994 1992 
$205.7 $163.9 $152.8 


(138.0) 


(178.7) (200,0) (100.0) 
8.6) - - 


(50.0) (26.0) = 
“ (140.0) 
= OD 


$(179.6) $ (35. $ 28. $77 


The special items included in the foregoing table also have been excluded in determining earnings per common share from continuing operations 


before special items. 


3) Comprised of income from operations of $13.5, $5.0 and $118.4 in 1996, 


1995 and 199: 


spectively, 1996 also includes (a) the gain of $2,603.1 


on the dispositions of NMC, Amicon and Agracetus and (b) a $31.9 reversal of a previously recorded provision for Grace's cocoa business, partially 


offset by (c) the charge of $4.6 recorded in connection with the classification of TE 


Systems as a discontinued operation. 1995 includes a provision 


of $151.3 relating to Grace's remaining discontinued operations, primarily Grace's cocoa business 
(4) The stock prices for 1995-1992 and the first nine months of 1996 have been adjusted so that they are on a basis comparable to the stock prices 


following the disposition of NMC 
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